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The Compulsory Depreciation Charge 
By A. SAtiers, Po.D 
Instructor in Accountancy, Lehigh University 


It is in accord with our present theory of government for 
the state to undertake in an increasing degree the regulation of 
industries for the prevention of evil and the guarantee of good 
service to the public. This tendency assumes many and varied 
forms as it develops and extends into new fields. It has arisen 
because of the failure of competition to secure good service and 
proper treatment for all. In some cases the transactions of cor- 
porations are regulated with extreme minuteness from general 
principles of policy to the details of daily routine. This dis- 
cussion considers an important phase of this tendency. 


An essential feature of any extensive business undertaking 
is its system of accounts. It concerns both the proprietorship 
and the public, frequently determining a policy that may benefit 
or injure the one or the other. It is not surprising, therefore, 
that accounting systems, methods and theories have become the 
subject of legislative and judicial attention. With the rapid 
growth of corporate enterprise and the readiness with which 
large numbers of persons become co-sharers in the capital stock 
of big concerns, however small their respective holdings, there 
arises the problem of safeguarding their interests. When, owing 
to absence, ignorance or other cause, they have no voice in the 
management of the enterprise which they promote by their in- 
vestments and to which they look for an increase in, or at least 
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the preservation of, their wealth, they demand a certain amount 
of protection from the state. 

The stockholder is chiefly interested in two things— 
the preservation of his capital, and the income derived from it. He 
reads his company’s annual report trusting that the facts are as 
indicated in the balance sheet and the profit and loss statement. 
If they are not he has neither the assurance that his dividend is 
the real amount of his income nor that his capital is unimpaired. 
If all proper charges have been made against gross profits for 
the fiscal period his dividends represent true profit. If not, 
profits are overstated and capital is decreased to the extent of 
the error. 

Practically all the states have enacted laws to the effect that 
dividends must be paid only from net profits, yet there may be 
some question as to the significance of the phrase “net profits,” 
and a lengthy combat has resulted over the question of the inclu- 
sion of an annual depreciation charge among the more obvious 
expenses. Yet of all expenses this is perhaps the least avoid- 
able and net profits do not exist until proper allowance has been 
made for it. 

There is little disagreement in framing a definition of net 
profits in general terms, but trouble arises when we try to dis- 
cover the detailed deductions that must be made from gross 
profits to arrive at net profits. Thus an English court declares 
net profits to be the excess of current gains over the working ex- 
penses, as indicated by the revenue accounts ;* and a New Jer- 
sey court says that net profit is the clear gain of a business ven- 
ture shown after deducting the invested capital, the expenses of 
operation, and losses sustained.t Division of opinion over these 
statements first occurs when we attempt to detail the actual 
working expenses, expenses of operation, and losses sustained. 

The meaning of these definitions is that capital must not be 
impaired by declaring dividends out of it under the guise of 
profits. To say that capital must not be parceled out as divi- 
dends and that dividends must be declared out of net profits is 
merely viewing the matter from different points. The former 
expression is used when capital has been deliberately encroached 
upon, as in Appleton v. American Malting Company, et al., 


* London, etc., Bank, in re, 72 L. T., 227; aff’d 
t Park v. Grant Locomotive Works, 40 N. = Eq., 144 
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where no question existed as to impairment of capital. The 
latter expression applies when the bulk of the dividend is proper 
but in addition to its inclusion of net profits it includes a little 
capital also. 

When capital is deliberately distributed through dividends 
there is no ground for dispute. The courts are in such close ac- 
cord as to its illegality and the personal responsibility of the 
directors for the amount of such illegal dividends authorized, that 
little need be said about it. But upon approaching the subject 
from the other side, to learn what reservations must be made in 
order to insure preservation of the capital, the courts fail to 
satisfy us with either a clear or a consistent analysis. They 
point out and punish the gross offense, but they do not show how 
the evil results which that offense produces may be avoided when 
those effects result incidentally through the over-payment of 
dividends and consequent injury to capital. Thus in the case of 
Belfast & M. L. R. Co. v. City of Belfast,* the court asserted 
that before dividends could be declared several kinds of charges 
must be met. “Therefore,” runs the decision, “if there is a 
bonded, funded, permanent or standing debt, the interest on it 
must be reckoned out of net earnings. If there is a floating debt 
which it is not wise or prudent to place in the form of a funded 
debt, or to postpone for later payment, that should also be paid. 
If the financial situation of the company is such as to render it 
expedient to commence or continue the scheme of a sinking fund 
for the extinguishment of the company’s indebtedness some day 
or other, an annual contribution out of the net earnings for that 
purpose would be reasonable. These deductions made from the 
net earnings, the balance will be the profits of the company dis- 
tributable among stockholders.” 

Shall we say that the corporation, after conforming to the 
court’s ruling, stood in no danger of impairing its capital? A\l- 
though this was an early case, yet not without precedent,’ the im- 
provement since made, excepting a few decisions, the work of the 
Interstate Commerce Commission, and of certain state public ser- 
vice commissions, has been slight. 

In the earlier case (1878) of Union Pacific R. R. v. United 


* Atl. Rep., 1, 362; 72 Me., 445. 
Th urt quoted from the following in substantiation: Taft v. Railroad Co., 
8 mm, L. 316: St. John v. Erie ay & 10 Batchf., 271; S. C. 22 Wall. 1386; 


Union Pac. R. R. v. U. 8., 99 U. &., 
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States * the Supreme Court gave an admirable definition of net 
| profits: “Theoretically, the expenses chargeable to earnings in- 
| clude the general expenses of keeping up the organization of the 
company, and all expenses incurred in operating the works and 
| keeping them in good condition and repair.” This case was a 
| precedent for the Maine court in Belfast & M. L. R. Co. v. City 

of Belfast cited above, and, presumably, shaped that decision to 
| a certain extent. But the weakness of the decision is its failure to 
| define accurately what expenses are necessary to keep a railroad 
in good condition. Did the court mean to include therein all 
charges now indicated under the three heads repairs, renewals 
| and replacement, or did it refer to ordinary repairs only? The 


same decision is marred by the assertion that it is often better to 


| charge betterments to revenue than to capital, which in itself is 
sufficient to upset all calculations as to net profits. 
In the same year that the decision in Union Pacific R. R. v. 
| United States was given,t the Supreme Court in United States v. 
Kansas Pacific Railway Company? indicated that it limited the 
; charges to gross profits to the expenditures actually incurred, re- 
- fusing to accept as a proper charge to profits a sum indicated as 
. | necessary to put the road in proper repair but not actually ex- 
= | pended. This case draws a clean line between current repairs on 
= | the one hand and deferred renewals and replacement on the other. 
: | It is difficult to understand how, under this ruling, a reserve could 
‘ be established for replacement, or how any plan of extending the 


cost of extensive repairs over a series of years could be pursued. 
In the light of recent decisions of the Interstate Commerce Com- 
| | mission it is easy to see the inconsistency in the definition of net 
_ | profits given by the Supreme Court and in its attempt to apply 
. | it. In more recent decisions of the Supreme Court, notably City 

| of Knoxville v. Water Company || and Willcox v. Consolidated 

Gas Company,§ depreciation is regarded as a proper charge. In 

the former case the Supreme Court says that a company “is not 

bound to see its property gradually waste, without making pro- 
visions out of earnings for replacement,” and adds that it is 
privileged to see that its property is kept unimpaired from earn- 


*99 U. S., 402 
1898 


t 

~99 U. S. 459. 
212 U. S., 1. 
212 U. S., 19. 
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ings, in order that after a period of years the original value is 
still maintained. 

Our courts have done little to compel a regular charge to 
depreciation. Much time has been spent in clearing away false 
notions, and we are just entering upon a period in which what at 
first appeared an improper charge, and then a legitimate one, is 
coming to be regarded as a necessary one. The recent enlighten- 
ment is largely due to the advanced stand taken by the Interstate 
Commerce Commission. The highly developed method of charg- 
ing depreciation employed by the commission is the result of an 
attempt on its part to aid itself and others to arrive at the facts 
in railroad administration. 

Railroad companies doing interstate business maintain the 
following general accounts for operating expenses: 

(a) Maintenance of way and structures. 

(b) Maintenance of equipment. 

(c) Traffic expenses. 

(d) Transportation expenses. 

(e) General expenses. 

Under these general accounts primary accounts are required 
in great detail. Included under the one general account “Main- 
tenance of equipment,” are no less than twenty-nine subdivi- 
sions, and for each equipment subdivision—steam locomotives, 
passenger train cars, electric equipment of cars, etc—are kept 
three separate accounts for (a) repairs, (b) renewals and (c) 
depreciation. 

The third revised issue of the classification of operating ex- 
penses details minutely the items to be charged to these accounts. 
Thus to “steam locomotives—repairs” are charged cost of material 
used, less salvage, and cost of labor in repairing steam locomo- 
tives and tenders and their fixtures. To “steam locomotives—re- 
newals” are charged original cost, record value, or purchase price 
of steam locomotives condemned, destroyed, or sold, less the 
amount previously charged to depreciation to date of retirement, 
and the scrap value. For “steam locomotives—depreciation” a 
monthly charge of a certain per cent of the original cost, record 
value, or purchase price for the establishment of a fund for 
future replacements is made. 

Whether desirable or not, such detailed supervision of de- 
preciation is unknown in industrial establishments. Yet the in- 
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teresting facts about a railroad company do not differ essentially 
from those which we wish to know concerning an industrial con- 
cern. We study both from similar documents—the balance sheet 
and the statement of profit and loss—and therein the vital points 
are similar. Although the assets are different in form, it is 
equally important that they be protected ; and although the sources 
of income differ the percentage of net profits measures the rela- 
tive success of the undertakings. 

The Interstate Commerce Commission has made clear that a 
charge may be made for repairs or renewals even though it be 
not all expended within the period covered by the statement of 
profit and loss. “It is not intended,” says the commission, “to 
say that the entire accumulation of a year must be expended dur- 
ing the year.* This simplifies matters greatly. It makes it pos- 
sible to write off a developmental expense over a series of years; 
also to accumulate a fund for the future replacements of expen- 
sive material assets. 

The first steps having been taken in the direction of a compul- 
sory depreciation charge it remains to be seen how far the reform 
will extend. The newly founded state utility commissions are 
seconding the Interstate Commerce Commission by introducing 
in their work the principles of depreciation, although with a some- 
what different purpose than that for which they are ordinarily 
studied, viz., the valuation of public utilities. The chief factors 
that will make for or against a compulsory depreciation charge 
in the future are: 

(a) General theory of the state’s relation to industry. 

(b) Efficiency of corporate management when not interfered 
with by the state. 

(c) Tendency of industries to organize in a way to invite 
control by commission. 

(d) Attitude of professional accountants and the candor with 
which they urge that the state may compel if they fail. 


* Accounting series, Circular No. 13, p. 2. 
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Invoice Discounts 
By G. G. Scort 


An invoice discount may be defined as an amount or sum de- 
ducted from the invoice price, represented by cash, coupons, 
prizes or rebates. 

Invoice discounts may be divided into four classes as follows: 
I, trade discounts; 2, contract discounts; 3, cash price discounts; 
4, interest discounts. 

Trade discounts are such discounts as the seller deducts from 
the invoice price, before the delivery of invoice to purchaser. 
They have no connection nor reference to the terms of the in- 
voice. 

Contract discounts are such as are made by contract, stipula- 
tion or agreement, based upon a consideration. 

Cash price discounts represent the difference between the cash 
price and the time price of the merchandise or article. 

Interest discounts are deductions made by the purchaser for 
anticipating the payment of the invoice, and represent the interest 
on the amount paid from the date of payment to the date when 
invoice is due. 

While there are other discounts, the above list embraces prac- 
tically all discounts known in commercial transactions. 

There appears to be little division of opinion as to the 
treatment of trade discounts upon the books of either the seller 
or purchaser. The discount being deducted by the seller from the 
face of the invoice, both seller and purchaser accept and treat as 
the invoice price the net figures shown, and except in scattering 
cases no record is kept of the trade discounts. 

Interest discounts are interest deducted from remittances for 
prepayment or anticipation, representing the use of the money, 
and are treated by both seller and purchaser as interest. There 
appears to be no division of opinion as to their treatment in ac- 
counting. 

In the case of cash price discounts and contract discounts as 
above defined there is a wide division of opinion, not only among 
bookkeepers, but professional accountants as to the proper treat- 
ment in the preparation of a profit and loss statement. Many 
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authorities contend that cash price discounts and contract dis- 
counts should not be deducted from invoice prices in the process 
of cost accounting by the purchaser, or deducted from the sales 
by the seller, while others may be found who maintain that the 
proper treatment is for the purchaser to deduct, in the process of 
cost accounting, from purchases, and the seller to deduct from his 
sales. 

Intelligently to discuss the question, it is necessary first to 
understand what are cash price discounts. 


Casu Price Discounts 


Cash price discounts, more frequently referred to as “cash 
discounts,” represent exclusively the difference between the cash 
price of the article or merchandise and the time price. 

To illustrate this. The southern supply merchant, who is a 
mercantile dealer, supplies the farmers with those things which 
they may use during crop making time, to be paid for during the 
crop gathering time. These merchants have two distinct prices— 
one a cash price, and the other a time price—for almost every 
article in which they deal. They do not use the discount method, 
but instead mark their goods and wares with the two prices, cash 
and time, which their customers understand, and very little if 
any criticism is noticed. 

Corn may be $1 a bushel for cash and $1.25 a bushel on 
time. Meat may be 10 cents a pound for cash and 12 1-2 to 15 
cents a pound on time. A buggy may be $60 for cash and $100 
on time. A mule may be $200 cash and $250 on time—and so on 
throughout the list of goods the dealer may have. 

For further illustration, the cash price of the mule is $200 and 
the time price is $250. The mule is sold during the spring and 
paid for during the fall, a period covering six or seven months. 
The difference in the two prices is $50. What does the $50 repre- 
sent? There is but one answer. It represents the difference be- 
tween the cash and time price, call it what we may. 

It will be noted that the jobber deals with a more intelligent 
class of people, a class of people that knows what is meant by a 
discount, whose credit standing will not admit of the same prac- 
tice as is found among supply dealers; and instead of having two 
prices, a cash price and a time price, he uses the discount method. 
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The discount method is preferable to the two-price method. The 
two price method, in the case of the jobber and manufacturer, 
would tend to reflect upon the paying ability of the customer; 
would operate against the successful sale of the goods ; the margin 
of profit is smaller, and the risk much less than in case of the 
supply dealer. Also the two-price method would mean a great 
many odd prices. The result, however, is precisely the same. The 
jobber accomplishes through the discount system indirectly what 
the supply merchant accomplishes directly. 

If the jobber, whose terms are 3% 10 days or 60 days net, 
will sell a yard of cloth for $1.00, 60 days’ time, or 97 cents, 10 
days’ time, and the supply merchant sells the same yard of cloth 
at $1.25 cash or $1.50 on time, where is the difference in the two 
transactions, except that the supply merchant operates on a larger 
profit? There is absolutely no accounting distinction between 
the two transactions. The difference in prices represents in both 
cases the difference between the cash and time price. 

Careful investigation of what is known as “cash discount” will 
disclose that it is “cash price discount” meaning the difference 
between the cash price and time price, whether it be the case of 
merchant, jobber or manufacturer. 


Cost oF MERCHANDISE 


The method of determining the cost of merchandise is a ques- 
tion that confronts accountants, and requires some careful thought 
and examination of the elements constituting the costs, to satisfy 
the accountant as to which is the proper process in presenting an 
intelligent statement. 

Practical illustrations frequently present clearer explanations 
than the painted descriptions of theorists. 

There are purchasers throughout the country who have pecu- 
liar ideas of buying merchandise, and make it a point to buy for 
cash—no time or discount. Take the case of a clothing manu- 
facturer—who represents this class of purchasers—that came 
under the writer’s observation. He bought from a woolen mill 
a certain cloth, of which he used large quantities, and in the ex- 
amination of his books it was found that he had paid during the 
season more than one price and had used three different methods 
of purchasing. One method was what is known as regular terms, 
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10% 30 days or 7% 4 months; another was 12% spot cash, and 
another was a net price of 88 cents. At the end of the season he 
had about 1,000 yards of the cloth on hand, about one-half pur- 
chased under terms 12% 10 days, 200 yards 7% 4 months’ terms, 
and 300 yards on terms 88 cents spot cash. The cloth was de- 
livered, and the only purchasing expense identified was the cartage. 
At what price or value should the cloth be taken into inventory 
as representing the accounting cost? This was a question which 
the auditor settled and which fairly illustrates the cash and time 
price method, as presented through the discount system. 

Cash price discounts are nothing more nor less than the dif- 
ference between the cash price and time price. If the purchaser 
buys at cash prices, the goods cost him upon that basis; if at time 
prices the time price represents the cost of the goods; and the 
writer sees no logical argument to the contrary. 

Those who are acquainted with the woolen mill business know 
that there are more different terms, prices and discounts in it than 
in any other line of business. Many mills will sell their product 
from 12% discount down to a net cash price, or make the terms 
from 10 days to six months. The woolen mill business is an 
illustration of price made to fit discounts and terms. 

If 12% is allowed for discount, it is added to the price first, 
if 10% discount is allowed, it is added to price first, and so on, 
presenting conclusive evidence that a woolen mill does not regard 
discounts as interest. 

Time and again mills have sold a product on four months less 
7%, and advanced the customers funds to pay their bills and get 
10% off. In other.words the mill has lent its customer money at 
6% for four months, which is 2% for the period, to enable the 
customer to pay his bill and make 3%, the process making a clean 
loss to the mill of 1%. 

This is not evidence that a mill figures discount as interest; 
why does an accountant so regard it? If the discount is 
1%, 2%, 3%, 10% or $50 as in case of the mule, the objects are 
all alike, and there can be no accounting distinction made. 

Accountants who hold that “cash discounts” should not be 
deducted from purchases in case of the purchaser, and deducted 
from sales in case of the seller, weave their argument upon a 
theory that cash discount is the same as interest, and confuse 
cash discounts with “cash price discounts.” 
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ELEMEN's oF Cost 


What are the elements entering into the cost of an article pur- 
chased? An illustration may be made of the case of a live stock 
dealer. 

The dealer sends his buyer to the markets for the purpose of 
buying live stock. He buys a horse, the price of which is $150, 
terms 10% discount for cash or net six months. The expenses of 
the buyer to the market, including his salary, freights and care of 
shipment to dealer, amount to $50 a horse. The dealer fixes 
the selling price of the horse at $250. He fails to sell the horse 
readily and as the end of the season approaches, and inventory 
must be made and books closed, he finds that he has had the horse 
six months, feed and care have cost $90, insurance and rent of 
stable and incidentals thereto $25, all of which may be summarized 
as follows: 


Pro-cated expoemes of 5.00 
Freight and care in delivering ............cccsseeceees 45.00 
Feed and care of horse six months ..............e20005 90.00 
Totel. cost and. $300.00 


What is the inventory value of the horse? If the proposition 
is put up to the auditor to establish the cost of the horse for in- 
ventory purposes, at what price or value would the auditor estab- 
lish it? The horse is physically sound and has not depreciated 
in value. 

The opinion of the writer is that the $15 discount should be 
deducted from the purchase price, and freight and expense of 
buying added, making the cost $185.00, which represents the ac- 
counting value of the horse. 

Whether or not the rent of the stable, the insurance and other 
incidental expenses should be classified as a cost of the horse is 
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determined only by circumstances and conditions surrounding the 
individual case. If the purchaser bought an unusual stock of 
horses, and by so doing secured an advantageous price, or special 
price that warranted the purchase of the quantity, and the facili- 
ties of the dealer were insufficient to handle the quantity, requiring 
additional quarters, in such case the expenses connected therewith, 
would be a reasonable charge to the cost of the excess stock. If, 
on the other hand, the buyer had purchased the extra stock and 
did not receive any advantage in prices to warrant the purchase, 
then it would be an error committed by the buyer, and such extra 
expenses incurred -would be administration or general expenses 
and not a charge to the cost of the excess purchase. Is an auditor 
such a practical man in horse dealing or any other business as to 
determine correctly such close distinctive lines? 

This is a fair illustration of any business where the dealer buys 
and sells for gain. 

If the purchasing department of a department store buys goods 
upon terms, stipulating the cash price and time price, known as 
“cash discounts,” method, and the goods are paid for at cash 
prices, or “discounted,” it is very clear that the cost of the goods 
is based upon the price represented by the payment. 

It is clear that if the purchasing department of a department 
store was allowed a profit, as represented by the difference be- 
tween the cash and time prices of its purchases, it would be an 
advantage to buy only from such concerns as allowed the largest 
cash discounts, rather than upon a basis of the lowest no discount 
price. The idea that discounts sell goods is a mistaken one. Terms 
and prices sell goods, but not discounts. It is known by all buy- 
ers that a seller who offers extra discounts, or any discount for 
that matter, has first added the amount to the price, or taken it out 
of the quality. 


Invoice Discount METHOD 


When a southern supply dealer is asked why he sells a mule 
for cash at $200 and on six months time asks $250, his answer is 
that the element of risk and cost of doing a time business is so 
much greater than a cash business that the difference in prices is 
for the purpose of covering the increased time business expenses. 
He will argue that every year or two crops are a failure, the pur- 
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chaser of the mule may die, the only security he has is the mule— 
it may die—a hundred and one things enter into the risk and costs 
of a time business, and it is necessary to get large increase of 
price successfully to carry on this character of business. 

Ask the fertilizer maker why it is he allows a discount of 10% 
if the dealer executes a negotiable note for the fertilizer sold him, 
and if the dealer pays cash he allows another 10%. His reply 
is the same as that of the supply dealer. Ask the woolen mill 
man why it is he allows a discount of 10% on accounts paid within 
10 days. His answer is along the same line. Ask the jobber who 
allows 1% or 2% or 3%, and the same character of answer is 
found. 

It is all a case of two prices, cash price and time price. 


Invoice Cost or Goops 


The “invoice cost of goods” means an entirely different thing 
from the “invoice price of goods.” The invoice price of goods 
is the price named in invoice; the invoice cost of goods is the 
invoice price less invoice discounts. 

It materially affects a profit and loss statement, or cost of 
sales whether the inventory is taken upon a basis of invoice price 
or invoice cost. 

In statements prepared by accountants, showing the cost of 
goods sold or cost of sales, are sometimes seen the words “cost 
of goods on hand” or ‘inventory of goods at cost,” which may 
be based upon invoice prices or invoice costs. What does an 
auditor mean by “cost of goods on hand’? Does he mean the 
invoice price, invoice cost, or insurance or purchasing expenses 
added or not? The importance of a statement showing the basis 
upon which the inventory values are placed cannot be passed over 
as immaterial, for in absence of such information the cost state- 
ment, or even the net worth of the concern, is in doubt? 


Criticisms oF Cost STATEMENTS 


The profit and loss statement, exhibit B schedule 1, presented 
as a model, on pages 389 and 390 of the June issue of THE 
JouRNAL oF AccouNTANCY, may be subjected to severe criticism. 

The author, in arriving at the figures representing the cost 
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of the sales, or cost of goods sold, schedule 1, uses the words 
“Cost of goods on hand,” without any explanation as to the basis 
upon which the inventories were taken, whether at invoice price 
or invoice cost. Judging by the processes presented—by treating 
discount on purchases as an income, as though it actually were 
an income outside the operations—it may be inferred that the 
figures representing the inventories in schedule 1 were based 
upon invoice prices. If such are the facts, the profits arrived at 
are not accurate and do not set forth a true statement of earn- 
ings. 

The very foundation of the correctness of a statement repre- 
senting the profit and loss of a business, where the inventory figures 
are presented, rests upon the correctness of the basis upon which 
the inventory is taken. If the inventories are taken at invoice 
prices instead of invoice costs, the statement presents incorrect in- 
formation. All statements prepared by an auditor, involving in- 
ventory figures, should state cost of goods at invoice cost, freights 
and purchasing expenses added; or if the auditor accepts invoice 
prices, he should state that the inventory figures are so based. 

The process presented in schedule 1, in arriving at the figures 
representing the cost of the goods sold includes, besides ware- 
house charges, all possible expense incurred by reason of carry- 
ing a stock of goods, including fire insurance premiums. If this 
process were applied to some lines of business, it would remind one 
of a horse hitched to a vehicle with his head to the driver and his 
tail “head on.” 

The schedule is apparently intended to represent a depart- 
ment store of sufficient size and adaptability to illustrate the 
theory. If the inventory values are based upon the cost that the 
process presents is not the value far in excess of duplication 
value? 

Inventory values should be within the bounds of duplicating 
values, except in cases of market fluctuations. Can an accountant 
certify that the net worth is according to the statement presented, 
when he prepares a statement showing that the cost of goods on 
hand is in excess of duplicating values? 

This process further shows that the purchasing department 
earned a theoretical credit of $37.416, represented by “cash dis- 
counts on purchases” or difference between cash and time prices, 
which means that the purchasing department handed over to the 
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profit and loss division an income of said amount. In some lines 
of business this process would show that the selling end would 
be a deficit, and to ascertain the net gain would be to deduct the 
loss on sales from the discounts on purchases, which would be to 
stand the process feet up and head down. Upon this theory, the 
live stock dealer would charge the feed expense of his stock to 
cost of stock, and if he did not sell the stock rapidly the selling 
price would be less than cost price. Charging insurance on stock 
means that in time, if the stock is not sold, the cost will exceed the 
selling price. 

The writer fails to see how the process as presented can be 
supported by practical or logical reasons. 
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Trust Company Audits and Examinations 
(Concluded ) 


By H. D. C.P.A. 


ForEIGN ExcHANGE DEPARTMENT 


The foreign exchange department is conducted on lines rather 
different from ordinary deposit banking, and it is very desirable 
that the auditor about to examine this department should possess 
a comprehensive knowledge of foreign exchange and be reason- 
ably familiar with the methods peculiar to this class of business. 
The accounts are not necessarily complicated, but present some 
technical features which should be thoroughly understood. There 
is excellent literature on the subject of foreign exchange. For 
example International Exchange by A. W. Marcrarf¥ and For- 
eign Exchange by H. K. Brooxs contain much lucid explana- 
tion. 

The suggestions that follow are not intended to cover all the 
points which might arise in the audit of a firm of foreign bankers, 
but only such accounts as are carried by the average trust com- 
pany or bank conducting a foreign exchange department. 

The capital furnished by the banking department is very 
largely represented on the books of the foreign department by 
balances to the debit of foreign banks. In a large foreign ex- 
change department these balances may be spread over thirty or 
more accounts. 

As indicated by the daily statement, other assets consist of 
long bills purchased, advances made to importers, foreign cur- 
rency, ani miscellaneous items of less importance. The liabili- 
ties are represented by deposits of foreign banks, cash deposited 
to pay travelers’ cheques and travelers’ letters of credit, and 
various other items. Some companies carry the deposit accounts 
of the foreign banks on the books of the banking department 
instead of the foreign exchange department. 

The audit work of the foreign exchange department cannot 
be completed as expeditiously as that of the banking and trust 
departments, because of the time which must elapse before state- 
ments can be obtained from foreign banks. 
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Due from Foreign Banks 

Some years ago the foreign banks rendered statements of 
their current accounts semi-annually; but there are many banks 
and trust companies which now obtain statements every month 
and in many instances there will be no difficulty whatever in 
securing statements made up to a given date during the month. 

If the examination is made as of the close of business of the 
last day of the month, the statements covering the following 
month’s transactions should be obtained in order that items out- 
standing at the date of audit can be satisfactorily verified. 

The statements when received from foreign banks should be 
reconciled with the balances appearing on the current account 
ledger of the trust company. In checking the statements it is 
necessary to exercise a great deal of care, and both the foreign 
and domestic amounts should be closely scrutinized. The items 
included in the reconciliations will be found, for the most part, 
to consist of remittances in transit and drafts outstanding. The 
auditor will occasionally find that some companies issue long-time 
drafts and immediately credit the proceeds to the account of 
the foreign bank on which they are drawn. Such items should 
be shown separately on the foreign exchange balance sheet as 
long drafts and not deducted from the balances at credit with the 
foreign banks. After checking the accounts the foreign bal- 
ances should be converted at telegraphic transfer rates for the 
day of the examination and the exchange profit or loss trans- 
ferred to the profit and loss account. Before making this transfer 
the auditor should be careful to note that provision has been 
made for all charges covering commissions, interest and postage. 
All telegraphic transfers on foreign banks shown as having been 
made on the date of the audit should be examined and care taken 
to see that both debits and credits are properly entered under that 
date. Otherwise it would be possible for the manager of the 
foreign department to transfer, say, £10,000 from one foreign 
bank to another, entering only the debit in the trust company’s 
current account ledger, the credit being entered as of the fol- 
lowing date. 

In examining and reconciling the accounts with foreign banks 
it is necessary to use considerable care with reference to drafts 
drawn by country banks. It is becoming the general practice for 
large banks and trust companies to permit their country corre- 
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spondents to draw direct on the foreign banks with which they 
have dealings, the country banks either crediting the foreign 
department with the amount of the drafts, less their commission 
for selling the draft, or else remitting the amount received for 
the drafts (less their commission). Remittances in certain cir- 
cumstances could be held up for several days to cover pecula- 
tions, the amounts being subsequently credited to the foreign 
banks. The exact routine to be followed by the auditor cannot 
be outlined here, as the conditions surrounding the receipt of 
remittances and the methods of passing credits vary widely. 


Drafts Sold, Not Paid For 
A list should be obtained of any such transactions, all of which 
can be verified readily by communicating with the purchasers. 


Collections 
“% Bills and drafts payable at points where the bank has no regu- 
lar correspondent are sometimes purchased and sent for collec- 
tion to the bank where payable, such items being debited to a 
ae collection or suspense account. As a rule the number of items 
pee is not large and can generally be verified by an examination of 
a4 the correspondence and a comparison thereof with the entries 
eS appearing on the books of the department. 


Foreign Money 

Foreign currency in hand at the commencement of the audit 
should be counted and amounts converted at the rates for the 
day into United States currency. Any profit appearing in the 
account should be taken up in the profit and loss account when 
preparing the general balance sheet. Foreign currency is usually 
charged against foreign money account at cost and receipts 
from sales credited to the account, the profits being adjusted 
periodically, usually every three or six months. 


Loans and Advances—Commercial Credits Past Due 

It sometimes happens that firms are not in position to take 
up drafts, drawn under commercial credits, at maturity, in which 
event arrangements are sometimes made for the carrying of the 
draft as a loan. Such loans should be investigated for the pur- 
pose of ascertaining whether or not the company is in danger 
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of making any losses through them. Bonds and stocks or ware- 
house receipts are deposited as collateral, although security of 
such a nature is not always required. 


Acceptances 


Acceptances represent drafts not matured accepted by for- 
eign banks under commercial credits for the account of the 
company under examination. Foreign banks advise the com- 
pany of drafts as they accept them and upon receipt of the 
advice the necessary entries are made. This acceptance account 
consists purely of memoranda, and is for the purpose of fur- 
nishing the manager of the department information as to the 
total liability of the company on unmatured drafts. 

For the purpose of ascertaining the company’s liability and 
also the liability of the various customers under commercial 
credits, the company’s staff should prepare a schedule showing 
the particulars of all commercial credits in force. The items on 
this schedule should be classified to show the name of the cus- 
tomer, the number and amount of the credit, the unused portion 
of the credit, a list of the unmatured drafts under each credit, 
a brief description of the mechandise mentioned in the credit, 
the name of the foreign banks accepting the drafts, and a mem- 
orandum indicating whether or not the company holds trust 
receipts or documents covering the unmatured drafts. The un- 
matured drafts as listed should agree in total with the acceptance 
account on the general ledger and can be confirmed by reference 
to the correspondence with the foreign banks or an inspection of 
the statements furnished by the foreign banks. 

The credit extended to each one of the company’s customers 
should be scrutinized carefully and discussed with the manager 
of the department or a committee of the company’s directors. 
The inquiry as to financial resources of persons and firms te 
whom commercial credits are issued is very important. 

Trust receipts should be produced to the auditor for com- 
parison with the schedule. As trust receipts are equivalent to 
single name paper it is quite necessary that they be carefully 
examined. In a few cases it will be found that the documents 
representing merchandise are in hand—these documents should be 
examined and compared with the schedule above mentioned. It 
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may be well to say that documents are delivered only upon ob- 
taining a trust receipt from a responsible party or the payment 
of the acceptances. In cases where documents are held it is 
desirable to inquire into the value of the merchandise for the 
purpose of ascertaining that the company is protected against 
loss thereon. Some banks dealing in foreign exchange from 
time to time have made quite heavy losses, by reason of certain 
merchandise being of such a nature that it deteriorated rapidly. 

It is customary for foreign exchange departments to keep 
a commercial credit register, in which all credits issued are en- 
tered, each credit bearing a number, and the numbers in the 
register appearing in consecutive order. The register should be 
carefully examined to see that no credits which are still in force 
have been omitted from the schedule. The auditor should also 
call for the unissued credits and note that the number of the 
credit last issued is consecutively followed by the number on Wc 
first unissued credit. 

It is frequently necessary for the department to turnish credus 
by cable. Some companies enter cabie credits in a separate reg- 
ister, whereas other companies enter them in the same register 
as those forwarded by mail. Careful inquiry should be made 
to ascertain whether or not the auditor has obtained a list of all 
the cable credits. 


Long Bills Purchased 

Foreign bankers issue long time drafts and sell them to banks, 
trust companies and bankers. Any long bills held as investments 
should be examined and listed. 


Expenses 

The expenses of the foreign exchange department, such as 
salaries, postage, telegraph and cable charges and other small 
items of expense are paid by the department and charged in the 
expense accounts on their books. If the company under exam- 
ination follows this practice the expense account should receive 
the usual attention accorded such accounts. 


Deposits 
Deposits of foreign banks with the department should be 
verified by forwarding statements at the close of business on the 
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date of the examination and obtaining acknowledgments as to 
the correctness of the accounts, following the same general plan 
that is adopted in the verification of bank accounts of the bank- 
ing department. 


Collections 

Credit balances appearing on the collection account are usually 
temporary items which have been collected by the foreign ex- 
change department for which remittance has not been made. The 
system of accounting in vogue would have a bearing on the exact 
method to be pursued in verifying this account, but in nearly 
every instance a sufficient verification can be had by an examina- 
tion of the correspondence on file. 


Travelers’ Cheques 

There are companiés which issue travelers’ cheques, although 
the ordinary method is to sell cheques issued by the express 
companies or the American Bankers’ Association. In instances 
where the company issues its own cheques any balance appearing 
on the daily statement would represent outstanding cheques. 
Properly to verify these items it is necessary to examine all the 
paid cheques and also the unsold cheques which are on hand. 
As some companies furnish these cheques to country banks, as- 
knowledgments would have to be obtained showing the unsold 
cheques in their accounts. 


Travelers’ Letters of Credit 

The balance on the daily statement to the credit of travelers’ 
letters of credit represents the unused portion of cash credits. 
The vast majority of travelers’ letters of credit is issued to re- 
sponsible people and trust receipts taken, the drafts drawn 
thereunder being charged against the customers’ deposits ac- 
counts in the banking department or else taken up by some 
other bank or trust company. At times, however, the customer 
deposits securities with the foreign department to protect the 
credit and the drafts paid are carried as a loan, interest being 
charged at an approved rate. 

A schedule should be prepared of the travelers’ credits, show- 
ing the name of the party in whose favor each letter is issued, 
the number and amount of the credit, the date of expiration, if 
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cash the amount deposited, the drafts drawn, and the balance; 
if a trust receipt, the names of the guarantors should be listed. 
All trust receipts should be compared with this schedule and the 
responsibility of the names appearing thereon investigated. 


Profit and Loss—Foreign Exchange 

The profit and loss account is sometimes divided so as to 
obtain such classification of earnings as the manager of the depart- 
ment desires. Nearly all the items of profit and loss can be 
readily verified. 

In preparing the general balance sheet of the company, the 
profit and loss shown on the foreign exchange department ac- 
counts should be transferred to the general profit and loss 
account. Some companies make a practice of transferring even 
amounts only, this transfer generally being made quarterly or 
semi-annually. 


Exchange Contracts 

The auditor should call for the contract book and list any 
outstanding exchange contracts. If it appears that the company 
is heavily “long” or “short” on its contracts, the reason therefor 
should be determined. Examination of the contract book and 
of the dates and rates of covering will be some indication whether 
or not many speculative risks are taken. 


Trust DEPARTMENT 


The detail encountered in auditing financial institutions is 
regarded by some accountants as being largely monotonous rou- 
tine, and this opinion, to a certain extent, may be true in respect 
of some phases of the work. However, it must be admitted that 
the thorough audit of a large trust department cannot fail to 
bring out many interesting legal and financial points and, at the 
same time, little problems full of human interest. 

Let us turn our attention to the daily statement of the trust 
department—and it may be well to mention that some companies 
do not prepare a statement every day. Assuming that a state- 
ment has been prepared, the following suggestions regarding their 
verification may be of assistance: 
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Cash 

In some trust companies it is customary for the tellers of the 
trust department to hold currency, which should be counted at 
the commencement of the audit, but the receipts of the trust de- 
partment should be deposited daily with the banking department 
or with the trust department’s depositary. As before mentioned, 
the trust companies of Pennsylvania are required to deposit all 
their trust cash in other institutions, in which event a certificate 
should be obtained from the depositary, and the pass books 
balanced and reconciled. In the absence of a pass book a state- 
ment of the current account should be obtained. If the account 
is carried with the company’s banking department the balance 
as shown on the banking department records should be reconciled 
with the trust department accounts. 

Usually cheques which are outstanding at the commencement 
of the audit will have been paid before the completion of the 
work and should be obtained from the banking department for 
the purpose of verifying the amounts listed on the reconciliation. 


Investments Held for Trust Estates 

Trust companies, as a rule, carry the trust investments at 
the appraised or cost price of the securities, and controlling ac- 
counts covering the trust funds will generally be found either 
in a general ledger or else on a page in the back of the trust 
ledgers. These controlling accounts call for definite amounts 
and the correctness and regularity of the items entered in such 
accounts can be more readily verified than a large number of 
individual memoranda accounts. 

At the commencement of the audit the trust securities should 
be sealed or otherwise kept under control by the auditor until 
an opportunity is afforded for the inspection of them. Bonds and 
stocks should be examined and compared with the accounts, 
using the same care as was used when inspecting the company’s 
investments. In the examination of these securities, the auditor 
should note that the stocks, or other registered securities, are in 
the name of the trust estate or of the company as trustee, and that 
coupons for all subsequent interest dates are attached to the 
bonds; also that all coupons past due have been detached from 
bonds which are in default in their interest payments. In inspect- 
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ing the securities assistants should be assigned to this work who 
are well acquainted with bonds and stocks, the appearance of the 
certificates and approximate values. They should always be on 
the alert to detect any marked discrepancy between the value of 
the certificates produced and the book value, and any such items 
should be listed and investigated, as there is a possibility that a 
fraud may be concealed. 

The book values of the bonds and stocks should be totaled 
(if the securities are carried at book or cost values in an invest- 
ment register) and the total book value for each trust should be 
compared with the investment column of the account in the trust 
ledger. 

The company’s staff should be requested to draw off trial 
balances showing the trust numbers, book value of investments, 
principal and undistributed income of each estate. These lists 
should be checked against the ledger balances, the totals, of 
course, being in agreement with the general ledger of the trust 
department. 

It is customary to list mortgages among the securities, except 
in a few large companies where the number of mortgages is 
sufficient to warrant separate pages in the investment book to be 
devoted to this purpose. The mortgage papers should be care- 
fully examined and compared with the records, care being taken 
to see that all the necessary assignments are filed with the 
papers. It may be desirable in some cases to inspect all the fire 
policies for the purpose of ascertaining that the company and 
the trust estate beneficiaries are protected. 

Large companies have numerous insurance policies, which 
require several employees to look after the filing and renewals, 
so that if a system is adequate it should be sufficient to test the 
correctness of a percentage of the accounts. If the audit be a 
periodical one the appraisals and authorities for purchasing the 
mortgages acquired during the period elapsed since the last audit 
should be examined. 

A list of all mortgages on which interest payments are in ar- 
rears should be prepared, and complete information obtained 
regarding foreclosures in order to ascertain if there will be any 
loss to the company. 

Collateral or other loans made for trust accounts should be 
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verified in the same manner as has been outlined for the com- 
pany’s own loans, 1. e., by communicating with the borrower. 

In the case of a periodical audit it is a good plan to examine 
the minute book of the finance or other committee having over- 
sight of the investments, and ascertain that the purchases made 
during the period were in accordance with the resolutions ap- 
pearing in the minute book. 

The accountant should also familiarize himself in a general 
way with any special requirements indicated by the wills or 
trust deeds. These are usually set forth on an abstract sheet 
preceding the list of investments in the investment book. Some 
companies enter such information in a book termed “trust docket,” 
entries being made when a trust is accepted. The docket entries 
covering all trusts accepted since the previous audit should be 
examined for any special provisions regarding the nature of 
investments to be made for the trust and the auditor should 
ascertain that investments made comply with the requirements. 

In every large trust company it is desirable that a trust officer 
or some other equally responsible person from time to time ex- 
amine the list of investments held for trust accounts in order 
that funds may be reinvested to the advantage of the beneficiaries, 
and to avoid holding for an undue length of time any bonds and 
stocks which are decreasing in value. 

The auditor will encounter difficulties should he attempt to 
verify accounts kept on the single entry plan, as in some in- 
stances there is no way of ascertaining without an exhaustive 
investigation that all accounts and securities have been produced 
for his inspection. The securities are usually listed in loose-leaf 
investment books and a leaf could readily be rewritten and items 
omitted. In at least one large company the officer having the 
custody of the securities makes the entries in the investment 
books. However, the method just mentioned is a relic of the 
past and the majority of trust companies would not tolerate such 
lack of system and control. 

It is the practice with the majority of trust companies to list 
the various parcels of real property on sheets in the investment 
books, without extending any value, although there are com- 
panies which carry real estate at assessed valuations. Companies 
maintaining rent departments usually collect the rentals of real 
estate held for trust estates through this department. Any ar- 
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rears should be investigated by the assistant having charge of 
the examination of the real estate department. 


Accrued Interest 

Some companies carry the accrued interest paid on securities 
purchased as a separate account, apportioning the interest re- 
ceived between accrued interest and income. Other companies 
charge payments of accrued interest against income and credit 
income with the total interest received when coupons are col- 
lected. If the accrued interest is entered in a separate account 
an examination of the various items in the account will indicate 
whether or not the asset should be carried. Clerks sometimes 
forget to apportion the interest when received. 


Advances to Beneficiaries 

Practically all trust companies make advances of income to 
beneficiaries. The writer has known of cases where this privilege 
has been abused because of carelessness and an inefficient sys- 
tem, with the result that losses were incurred. All advances 
appearing on the trust ledger should be listed and each one of 
these advances investigated and discussed with the company’s 
officers. By examining the income account the auditor can 
usually get a fair idea as to the probability of any loss. Generally 
it will be found that these advances are made in cases where the 
estate is composed largely of real estate from which the income 
is temporarily lessened by reason of heavy repairs or property 
vacant. 


Principal 

Some companies carry separate accounts for principal, 
whereas the ledgers of other companies show only the invest- 
ments and the uninvested principal, it being necessary to add 
uninvested principal to the investments to obtain the amount of 
the principal. Still other companies, as before mentioned, do not 
carry the investments at any value, nor do they show the prin- 
cipal of an estate, but merely a cash account of receipts and 
payments. In cases of companies using the last described method, 
it would be quite difficult to ascertain the aggregate of the trust 
estates, although sometimes a memorandum is carried by the 
trust officer, which, however, is of doubtful accuracy. 
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Occasionally debit balances will be found in principal ac- 
counts, occurring for the most part in cases where trusts have 
been recently accepted and before the assets of the estate have 
been received by the trust company. Such debit balances usually 
represent expenditures for copies of wills, administration ex- 
penses, etc. Other instances in which such debit balances might be 
found would be in cases where the estate held more or less real 
property which was not shown on the books at any value, but 
merely listed in the investment book as parcels of property, the 
debit balances generally representing disbursements for taxes 
and similar items. 


Undistributed Income 


In a balance sheet audit it will hardly be feasible to do more 
than list the balances shown by the various income accounts, and 
compare the total with the controlling account. In making 
periodical audits, the auditor should test the correctness of some 
of the income accounts by ascertaining the income which should 
have been received and noting that proper credits have been 
entered therefor, which can readily be accomplished by examining 
the investment accounts and checking the credits of income in the 
trust ledger. 

Vouchers will be found on file covering disbursements and 
should be compared with debits in the income accounts. There 
can be no fixed rule as to the number of accounts to be tested 
in this manner, but the extent of the test will have to be left 
largely to the judgment of the auditor undertaking the work. 


General 

As outlined for the banking department, a schedule should 
be prepared supporting the items appearing on the trust de- 
partment balance sheet. The amounts, for the most part, will 
have to be totals with memoranda showing the extent of the 
verification, names of assistants doing the work, and notes of 
any errors detected. In a large company it would not be feasible 
to prepare a list of the investments as a part of the working 
papers, although it is sometimes done where the aggregate trust 
funds do not exceed three or four million dollars. If practicable 
the balance sheet of the trust department should be shown as a 
foot note on the balance sheet of the banking department. 
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In the large trust companies of New York and Chicago the 
payment of coupons detached from bonds issued by various cor- 
porations, and made payable at the office of the trust company, 
is made by a branch of the trust department which is sometimes 
called a “coupon department.” Deposits are made by the vari- 
ous corporations shortly before the coupons are payable and the 
controlling account for these coupon deposits is sometimes car- 
ried on the trust department general ledger, while in other com- 
panies the coupon department is furnished with a pass book, the 
deposits being entered on the individual or general ledger of the 
banking department. 

It is customary in well regulated institutions to return the 
paid coupons each month and obtain a receipt from the proper 
officer of the corporation issuing the securities from which the 
coupons are detached. The examination of this branch of the 
business should consist of comparisons of the trial balance with 
the various ledger accounts, and the total with the controlling 
account, and reconciliation showing any outstanding cheques 
that have been given to other banks in payment of coupons pre- 
sented. There should be also a test of the correctness of the 
coupon accounts. It would be possible to examine all the cou- 
pon accounts of a small company, but a detailed examination 
is often impracticable in the case of a large company having 
numerous accounts. A detailed examination should consist of 
a comparison of the receipts covering paid coupons delivered and 
a count of paid coupons remaining on hand. A deduction of the 
total charges from the amount deposited would represent the 
balance on deposit and should agree with the trial balance fur- 
nished by the company. The extent to which a detailed verification 
should be carried can best be determined after an examination 
of the adequacy of the check on the daily transactions. There 
are companies in which the methods of handling and paying 
coupons are so loose that coupons could be taken from packages, 
cashed through other institutions and presented the second time. 
Of course, fraud of this nature would eventually be discovered, 
but if the accounts were numerous peculations could be carried 
on for a considerable period. 

Some companies derive a substantial revenue from their 
transfer and registration departments. The records of this de- 
partment are generally in good condition, but it is important that 
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the auditor should look into the methods of handling the stock 
certificates as they are presented for transfer on registration and 
the routine through which they are passed. It sometimes happens 
that the employees of this department are not as careful as they 
might be and in some instances it may be desirable to test the 
correctness of the records by a detailed check of one or more 
accounts. 

The auditor’s attention to the transfer department in most 
instances can be confined to a general examination of the sys- 
tem, with the object of reporting any defects that may be found. 


REAL Estate DEPARTMENT 


In a number of trust companies the real estate department con- 
fines its attention solely to the management of the real estate 
owned by estates for which the company acts in a fiduciary ca- 
pacity, whereas other companies conduct a general real estate 
brokerage business. Companies of the last mentioned class act 
as agents in the purchase and sale of real estate, collect rents, 
supervise repairs, pay taxes, make appraisals and attend to such 
other matters as would come into the hands of a well conducted 
real estate office. 

In some instances the real estate department passes all rents 
collected for the account of trust estates to the trust department 
daily. In other companies it is the practice for the net balances 
to be transferred at the close of each month, together with a 
statement showing the rents received and any disbursements 
made for the account. Similar statements are rendered to outside 
owners. 

The auditor should obtain a trial balance of the owners’ 
ledger and check the balances, and the cash balance should be 
reconciled with the account carried in the banking department. 
And he must not forget to count any currency in the possession 
of the cashier at the commencement of the audit. 


A list of all over-due rents should be obtained and examined 
carefully with the manager of the department and reasons noted 
thereon for arrears. If the business is extensive, the rents in 
arrears would amount to a considerable sum. Whether or not 
the total is excessive depends upon business in the locality in 
which the company is and whether it is in a prosperous condition 
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or otherwise. Careful inquiry should be made in regard to the 
system of following up over-due rents in order to make collec- 
tion. It is impossible for an auditor to know that the rent col- 
lectors have not made collections and misapplied them without 
confirming all over-due rents. Except in certain circumstances, 
this confirmation is not practicable. 

The system in vogue covering ordering repairs, inspection of 
work done and payment therefor should be investigated. With 
a poor system, petty pilfering can be carried on for months and 
even years without detection. 

The records covering sales, appraisals, and other miscellaneous 
business from which revenue is derived should be examined. 
Some of the records do not have any connection with the financial 
books in the banking or trust departments; but all have an 
indirect bearing on the business as a whole. 

The auditor should obtain a statement showing the safe de- 
posit rentals for several years; also a statement showing the 
boxes of the various sizes rented and vacant; and he can then 
determine the check necessary to cover the safe deposit depart- 
ment. The manager of the department should furnish a list 
of the past due rents with the due dates indicated opposite the 
names. 

It is customary for the manager or his assistant to receive 
payment of rents. As this plan leaves the accounts without any 
direct check on the cash transactions, it is far better to have all 
payments made to the receiving teller, and this can generally be 
accomplished without any inconvenience. 

All departments, except the bond department, have now been 
covered; and it might be said in passing that the examination of 
the company’s investment account will indicate the need or other- 
wise for investigating the bond department. 


PROGRAMME 


Equally important with knowledge of verification methods is 
knowing when to take up the different sections of the work. 
The following programme may, therefore, be of some in- 
terest to those unacquainted with the audit procedure of trust 
company work. It would not be practicable to adhere to the 
programme here given in all cases, as conditions are sometimes 
found which necessitate rearrangement of the work. 
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The best time to commence the audit is immediately after the 
close of business, which in the majority of cities is 3 o'clock. 
At that time the auditor and his assistants should enter the 
company’s office and be prepared to remain until the cash is 
verified and certain other work completed. 

Except in the case of a very small company, the auditor in 
charge should not undertake any detail work during the first few 
days, but maintain a close supervision over the work of his as- 
sistants. 

If the company’s vaults are modern, with a highly polished 
nickel surface, an assistant should be stationed at the vault en- 
trace with instructions to make notes of anything removed from 
or placed in the vault. He should remain at this post until the 
vault is closed, at which time he should take a memorandum of 
the time at which the clocks are set for unlocking the vault door 
on the following morning. He should be on duty ten minutes 
before the opening time and remain at this station until all cash 
and securities have been verified. Should the vault compart- 
ments have painted doors, seals printed in indelible ink 
will generally be reasonably secure. As soon as the tellers have 
proved their cash, an assistant should be assigned to each desk 
at which cash is found, and while the counting of the cash is in 
progress the auditor should arrange with the treasurer for the 
preparation by the company’s staff of adding machine lists of the 
individual and saving deposits and statements of all country bank 
accounts. If the company uses the statement system for indi- 
vidual depositors, the proper officer should be requested to pre- 
pare statements for mailing. 

The trust department should also be requested to draw up 
trial balances of ledgers and investment books. 

Should there be a large number of loans requiring verification, 
a supply of forms should be furnished the loan department, 
with a request to list the loans. 

A trial balance of the general ledger should also be obtained 
before the auditor leaves the company’s office on the day of the 
examination. 

On the following day all collateral pledged to secure loans 
should be inspected and the loan verifications mailed; all bank 
and depositary statements should be mailed; requests for state- 
ments of current accounts should be forwarded to banks showing 
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debit balances ; and the work of inspecting the securities held by 
the trust department should be begun. If a foreign exchange 
department is conducted the documents, trust receipts, and un- 
issued commercial and travelers’ letters of credit and travelers’ 
cheques should be examined. 

On the third day of the audit the company’s investments 
should be examined and the work of valuing the securities owned 
and held to secure loans commenced. The men released from 
counting the banking department securities should be assigned 
to assist in the inspection of trust investments. 

As each section of the work is completed the working papers 
should be put in order and any necessary adjusting journal 
entries prepared so that when the work of verification is com- 
pleted the balance sheet and report can be promptly delivered. 
Much of the value of a report is lost if there is delay in pre- 
senting it. For this reason the auditor should assign a staff 
sufficiently large to complete the audit without delay. 

While it would be unfair for the directors of an institution 
to expect an accountant to make an exhaustive report on the 
accounting system of a company without special instructions, 
nevertheless any grave defects in the methods in vogue should be 
mentioned in the audit report. If the company be a large one, 
the appointment of an auditor and the organization of an audit 
department should be recommended. 


Aupit DEPARTMENT 


The value of an efficient audit department cannot be over- 
estimated. It will be the means of preventing employees from 
becoming careless in performing their duties, and thereby will 
insure better service to the public; it will furnish the management 
with valuable data relative to the business of the several depart- 
ments, and its rigid control of the daily transactions will prove 
a help to those members of the staff who are working for the 
company’s best interest; and it will mean the elimination of in- 
efficient and careless workers. 

It is the writer’s opinion that every trust company having 
deposits of five millions of dollars or more and trust funds ex- 
ceeding ten millions of dollars should have an audit department. 
Smaller companies can designate some member of the staff (un- 
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der the direction of a vice-president) to perform the duties of 
auditor. 

The auditor should be a man thoroughly conversant with 
accounts, particularly those accounts peculiar to financial insti- 
tutions, and have a good working knowledge of trust company 
business in general. His assistants should have similar qualifica- 
tions. Assign incompetent men to this department, and they nec- 
essarily fail to accomplish the ends for which the department was 
organized. 

The two vital points in the organization of an audit depart- 
ment are the obtaining of the right man as auditor and the adop- 
tion of correct audit methods. With regard to the second point, 
the investigation of a company’s needs by a firm of public ac- 
countants and a thorough discussion of the conclusions reached 
generally will enable those responsible to formulate a plan of 
audit which will be both economical and effective. The plan 
adopted should be as simple as practicable and should maintain a 
thorough check on all the details of the business. If possible, 
the transaction of business should be facilitated; in any event, 
the red tape should not be cumbersome. 

For obvious reasons an audit department should not be under 
the supervision of a junior officer. The ideal plan would be for 
the auditor to be responsible to the shareholders, but in practice 
this ideal is seldom attained. Accountants agree that in the case 
of a trust company the auditor should not be under the direction 
of any officer whose work he will be called upon to examine. 

The public accountant who examines a trust company is 
vitally interested in the internal check on the daily transactions. 
It is well known that in some cases the efficiency of the audit 
department is very much below par. What may be considered a 
sufficient check will in some instances be a matter of opinion. 
However, a few remarks on this subject may not be amiss at 
this time. 

To prevent lost motion the accounting system of the com- 
pany should be such that the work of auditing the day’s trans- 
actions will be facilitated. Control of the transactions is best 
obtained by means of daily proofs or reports from each desk or 
department, the transactions of the day being entered in such 
detail as may be deemed necessary. The totals on the proof 
sheets should be summarized and checked against the daily state- 
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ments of assets and liabilities. The proof sheets should be de- 
livered by each department to the auditor every night immedi- 
ately after striking a balance, and every item appearing on a 
proof should be verified. In the case of issuing drafts on the 
company’s reserve agents, all drafts should be countersigned 
by the auditor, otherwise there would be no check on the drafts 
drawn until the receipt of the statements rendered by the banks. 
He should also countersign all treasurer’s cheques, certificates 
of deposit and other evidences of the receipt of cash or securities. 

If the company furnishes its depositors with monthly state- 
ments, the statement department should be under the supervision 
of the auditor, and the ledger clerks should not have access to 
the statements or deposit tickets and paid cheques. This segre- 
gation scheme can be carried out if pass books are used, but the 
acknowledgments of the correctness of the accounts are not so 
satisfactory. 

The routine of accepting savings deposits should be such that 
a cash transaction cannot be completed by one man. Many sav- 
ings banks have excellent methods covering this point. 

Loans made and repaid should be so safeguarded that the 
auditor is assured that all collateral has been properly recorded 
and that the cash transactions are all reported and entered. In 
many banks and trust companies it would be comparatively easy 
for a receiving teller or loan clerk to accept part payments on 
collateral loans and misapply the cash without fear of being 
discovered for a considerable period. 

The income from investments and loans also should be 
checked so that the auditor may be in a position to state that 
all the interest which should have been received during a given 
period has been correctly credited. Likewise the interest paid 
should be checked. 

In the trust department the receipt and delivery of securities 
and receipt and payment of income and principal should be 
checked. In too many companies, some of which maintain audit 
departments, the trust department is left severely alone when 
the question of internal check is discussed. 

In some of the larger trust departments, it would be possible 
for clerks to deliver or misuse large blocks of negotiable securities 
without being detected until some months later. 

The supervision by the audit department should be such that 
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a control would be exercised over all new trusts accepted, invest- 
ments for trust accounts, income and closed accounts. 

In making inspection of currency and securities it may be 
more convenient for the company’s auditor, and answer his pur- 
pose quite as well, to make a count of these items when the 
clearing house examiner or the professional auditor visits the 
company. 

In providing for checking the day’s work, the auditor should 
not overlook the foreign exchange, rent and other departments. 
Every department needs attention and the company’s president 
can be free from worry if he knows that the company’s auditor 
scrutinizes every transaction. 

To sum up briefly: The audit department should have such 
control over the assets and accounts that the auditor can con- 
scientiously sign the balance sheet and other accounts and state- 
ments prepared from time to time. 

Some men may think that all the checking suggested would 
mean a complete duplication of records and work, but this is 
not the case, especially if the accounting system is of the right 
sort. 

In many instances the system and organization are of de- 
cidedly the wrong sort. It is lamentable, but true, that the ac- 
counting methods of financial institutions are very inferior to 
those found in industrial enterprises. But let us take hope— 
improvement in this respect is noticeable. No one will welcome 
the change for the better more than the professional auditor, 
many of whose clients are representative trust companies. 
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Partnership and Partnership Relations* 
By H. A. Frank 


I have found it a matter of extreme difficulty to embrace 
within the confines of a short paper the law and elements of part- 
nership and partnership relations. 

When it is considered that the mere index to a work on part- 
nership embraces more than twenty pages and that the work itself, 
while not attempting to be exhaustive, embraces more than four 
hundred pages of law-book size, it will be seen that such a treat- 
ment as I can give it here must of necessity be cursory and ex- 
tremely elementary, and I have found it impossible to give more 
than a bald statement of law on particular points. It should be 
understood that these statements are capable of much refinement, 
and in some cases will not be applicable on account of peculiarities 
of fact which arise in particular transactions. 

The law of Montanaf relating to partnership, as in cases of 
other branches of the law, rests largely upon, first, the statutes 
of Montana, and, second, on the common law. Of course, the 
statutes govern in all cases where there is a conflict, and we look 
to the common law for supplementary guidance in those cases 
which do not come within the statutes. 

In what I say hereafter I wish to be considered as giving what 
I understand to be the statutory law of Montana in so far as we 
have statutes, and what I conceive to be the common law where 
there is no statute. It very often happens that different courts 
and different states have different rules and laws covering the 
same state of facts, and I have endeavored to give the rule which 
seems to me to be most generally accepted as the best. 

The most commonly accepted common law definition of part- 
nership is that of Chancellor Kent, to this effect: 

“A partnership is a contractual relation between two or more 
competent persons to place their money, effects, labor and skill 
or some or all of them in lawful commerce or business and to 
divide the profits and bear the loss of such commerce or business 
in certain proportions.” 


* Paper read before the Montana State Society of Public Accountants. 

+ Although Mr. Frank’s paper deals primarily with the statutory law of one 
state it applies in a general way to the broad question of partnership throughout 
the country and is, therefore, of more than local value.—Editor, THE JOURNAL OF 
ACCOUNTANCY. 
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This definition is no longer wholly in effect in Montana, as 
we have a statutory definition as follows: 

“Partnership is the association of two or more persons, for 
the purpose of carrying on business together, and dividing its 
profits between them.” 


Under these definitions and court constructions of the same, 
any number of persons, more than one, who are competent, that 
is, those who are neither insane, minors, alien enemies, married 
woman under the common law, but probably not under the statutes, 
or corporations, unless such corporations are expressly authorized 
by statute to become partners, may form a partnership and take 
upon themselves all of the rights, duties and liabilities of a part- 
nership or a firm. 

A partnership is formed by a contract which may be either 
written, partly in writing and partly oral, or entirely oral, and 
the construction and operation of such a contract is governed 
entirely by the intention of the parties evidenced either by their 
contract as such or by the acts of the partners. 

A partnership may do business in any name that it cares to 
use, either in the name of one or more of its partners, or by add- 
ing “& Company” or “& Co.” after the name or names or with- 
out such addition, or by any business or trade name the partners 
care to adopt or use unless there is some statute of the state 
where the partnership is engaged in business preventing such 
action. 

In Montana a partnership name which does not give the real 
names of all the partners is considered to be a fictitious name, and 
such a partnership is required to file an affidavit in the office of 
the county clerk and recorder showing the names of all of the 
persons interested as partners and the place where the principal 
business of the partnership is transacted or be debarred from en- 
forcing any contract or bringing any action at law or in equity on 
partnership dealings or contracts. 

The partnership is ordinarily formed for commercial or busi- 
ness purposes, or it may, in certain cases, be formed for other 
purposes, but whatever the intention may be, it must be for a 
legal purpose, and any partnership contract which contemplates 
the doing of an illegal act or the doing of a legal act in an illegal 
manner is void and is not enforceable by the partners as between 
themselves or as against others. 
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A partnership can be formed only by the consent of all the 
parties thereto and therefore no new partner can be admitted into 
a partnership without the consent of every existing member 
thereof. 

A partnership is dissolved either by action of law or by the 
act and intention of the partners themselves. It is ordinarily dis- 
solved by law upon the death of a partner, not only as to the 
partner who dies but as to all of the survivors, also by the bank- 
ruptcy of one or more of the partners or the assignment by one 
of all of his property, including his partnership interest for the 
benefit of his creditors or by the seizure and sale of his interest 
in the partnership at the suit of individual creditors. 

In Montana the statute covering total dissolution is as follows: 

“A general partnership is dissolved as to all the partners: 

1. By the lapse of the time prescribed by agreement for 
the duration. 

2. By the expressed will of any partner, if there is no 
such agreement. 

3. By the death of a partner. 

4. By the transfer to a person not a partner, of the in- 
terest of any partner in the partnership property. 

“s. By war, or the prohibition of commercial intercourse 
between the country in which one partner resides and 
that in which another resides; or, 

“6. By a judgment of dissolution.” 

A dissolution in Montana as to a single partner may be had 
by his expressed will even if he has contracted to remain a part- 
ner for a longer time, subject to the payment, of course, of any 
damage his withdrawal may occasion. This operates as a dissolu- 
tion as to the withdrawing partner alone. 

A partner is entitled to secure a decree of dissolution by a 
showing to a competent court in Montana: 

1. That he or another partner has become legally incapable 
of contracting, that is, insane, a decreed habitual drunk- 
ard, or a decreed spendthrift, etc. 

2. When another partner has failed to perform his duties 
under the contract of partnership, or has been guilty of 
serious misconduct; and, 

3. When the business of the partnership can only be car- 
ried on at a permanent loss. 


468 


‘x 
aay 
; 
4 
} 
¥ 
| 
| | 
a 
‘ 
a= 


Partnership and Partnership Relations 


Under sub-division 2 it would seem to be necessary to show 
misconduct which is seriously injurious to the business, such as 
fraud, or theft. 

Sub-division 3 contemplates the apparent, real impossibility 
of success or profit in the business and the knowledge that the 
scheme or theory upon which the partnership was formed is 
illusory or erroneous. 

What I have heretofore said relates to general partnership ~ 
and not to special partners and special partnerships. 

Certain technical legal action is necessary to form a special 
partnership and the requirements necessary to form it, and par- 
ticularly to keep the special partner from becoming a general 
partner as a matter of law, must be so carefully complied with 
that I should suggest that in all cases the liability of the person 
claiming to be a special partner as well as the existence of the 
special partnership itself be made a subject of legal opinion based 
upon the particular facts of the case. 

Having referred thus briefly to the partnership in general, I 
will now take up in more detail the duties, obligations and lia- 
bilities of partners as such and of partnerships. 

The rights, duties and liabilities of a partner are of two 
kinds: 

1. Those that arise between a partner and his co-partner, 
and, 
2. Those that arise between the partner and third persons. 

It is perhaps needless to say that as between themselves, a 
partner is required to exercise the highest degree of good faith. 

The relations of the partners are confidential and the acts of 
one are supposed to be for the good of all. A partner is not 
allowed, as a matter of law, to do any act which in any way tends 
to destroy or defeat the ends of the partnership, nor is he al- 
lowed to perform or do any act wilfully which tends to reduce 
the profits of the partnership, or to diminish the assets of the 
same. His dealings with the partnership must in all senses be 
fair, just and equitable, and he is held to a strict accountability 
for all his acts where such acts in any way tend to affect the 
firm of which he is a member. 

If differences of opinion as to the management and control 
of the business arise, the decision upon the question will be based 
upon the contract of partnership and if the contract is silent upon 
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the question, the majority of the partners will control in all busi- 
ness dealings. 

The authority which the individual partner has is that of 
agent for the partnership in the transaction of the partnership’s 
business, and he has the authority which is ordinarily necessary 
to carry on the business in the customary manner, and for the 
purpose of so carrying on the business his acts are binding not 
alone upon himself, but upon the co-partnership. There are 
certain powers and authorities which a partner is prohibited by 
law from exercising, and under the statutes of Montana, which 
are largely a re-enactment of the common law upon this par- 
ticular point, the following acts are beyond the authority of a 
partner, except where his co-partners have wholly abandoned the 
business to him or have become incapable of acting: 

1. To make an assignment of the partnership property or 
any part thereof to a creditor or to a third person in 
trust for the benefit of a creditor or of all creditors. 

2. To dispose of the goodwill of the business. 

3. To dispose of the whole of the partnership property at 
once. 

4. To do any act which would make it impossible to carry 
on the ordinary business of the partnership. 

5. To confess a judgment. 

6. To submit a partnership claim to arbitration. 

Under these rules a partner has probably the right to borrow 
money, issue negotiable paper and use credit for the purpose of 
the partnership business, provided it is necessary to carry on such 
business in the ordinary manner, and has the power further to 
employ help which is necessary, to make contracts for services 
to be rendered and property to be purchased for the benefit of 
the partnership. 

The test of all of the acts of a single partner in these par- 
ticulars is: 

1. The extent of his powers under the partnership contract, 
and, 

2. The necessity for the acts done in order to carry on the 
business of the partnership in the ordinary manner. 


An act which is done by a partner and which is outside the 
scope of his power and authority as a partner is binding upon that 
partner alone and individually, even if not binding upon the 
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partnership, and the distinction is sometimes very close as to 
whether the partner is legally acting for the partnership or would 
alone be held liable for his acts. In every case the particular state 
of facts will govern. 

The extent to which a partner is held to good faith in his 
transactions and dealings with the partnership is very broad, and 
under this general rule and under the statutes of Montana a 
partner may not engage in any business which gives him an in- 
terest adverse to that of the partnership, save with the full 
knowledge and consent of all of his partners, nor may he engage 
in any business which prevents him from giving to the partner- 
ship business all of the attention which would be advantageous 
to it. 

If he violates this rule all of the profits which he makes as 
an individual, in the kind of business usually carried on by the 
partnership, belong to the partnership and he may be forced to 
account to the partnership for such profits so individually made, 
but he may engage further in any outside or separate business 
which does not compete with or conflict with the partnership 
business, provided that such outside business does not take the 
time which he is obligated to give to the partnership affairs. 

The liability of a partner as to third persons is for the pay- 
ment of all of the obligations of the partnership jointly with his 
co-partners; in other words, joint judgments can be rendered 
against all of the partners upon any outstanding obligation of the 
partnership and under the ordinary rule such a judgment may be 
collected from any one of the judgment debtors or partners. 

If the property of one of the partners has been taken in this 
manner, or otherwise, to pay the partnership obligations, the 
partner so being deprived of his property may force the other 
partners to contribute to him pro rata to the extent of their in- 
terest in the firm. 

The liability under which a partner works may extend even 
beyond those ordinarily considered partners, as where, for ex- 
ample, a person has permitted himself to be represented to be a 
partner, he then becomes liable as such to a third person to whom 
the representation is communicated and who has acted on the 
faith thereof in giving credit to the partnership, but no person 
is liable as a partner who is not such in fact unless he has so been 
held out as a partner with his knowledge and assent. 
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The amount of the original capital which is placed into the 
partnership or which is due to the partnership is governed entirely 
by the contract of partnership and this capital need not consist 
of the contribution of tangible property but may provide merely 
that the partners mutually exercise their influence in favor of 
each other or in the rendition of personal service or in the use 
of property owned by one or more of the partners as individuals, 
and whatever may be contributed by the members of a firm as 
capital becomes the firm’s property and ceases to be owned by the 
contributor as an individual. 

It is, therefore, ever important to know whether the contribu- 
tion of property by an individual consists in the transfer of title 
of the particular property, or only of the right to use that prop- 
erty. 

There may be a contract tnat one or more partners shall make 
advances to the firm or advances may be made where no such 
contract exists. 

Whether the partner is merely supplying his part of the capital 
or becomes a creditor of the firm to the extent of the advance is 
entirely a matter of contract. If he, in good faith, advances more 
money or property than he contracts to advance, he becomes a 
creditor to that extent and stands in the same relation as any other 
creditor. 

Interest is ordinarily allowed and collectible upon such ad- 
vances at the legal rate. If a partner becomes indebted to the 
firm with the consent of his associates, the indebtedness will not 
bear interest until demand for payment is made and refused, 
unless there has been an express or implied agreement that the 
interest shall be paid. This does not necessarily follow if there 
has been a misappropriation of the firm’s property. 

When the contribution of the partners have been unequal, the 
one giving the largest amount does not draw interest on the ex- 
cess, for the law presumes that the labor, skill and reputation of 
the smaller contributor offsets the greater contribution of the 
other, and even the failure of a partner to pay in his agreed con- 
tribution does not entitle the other to interest on what he has 
put in. 

The interest of a partner in the firm assets is the share to 
which he is entitled in the partnership assets after the firm debts 
are paid, and the equities of the various partners are adjusted. 
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His interest is, of course, susceptible of being seized under 
legal processes as well as being sold and assigned by its owner, 
but a sale or assignment by the owner, or under legal process 
does not operate to make the purchaser a partner. He becomes 
merely the owner of such interest as the partner might have had 
upon a dissolution, or, in other words, the value of his original 
contribution increased or diminished by his share of the profits 
or losses of the business. 

If there is nothing in the contract of partnership evidencing 
the interest of the various partners a presumption arises that 
their shares are equal. This presumption may, of course, be 
rebutted by proving the contrary. 

As the firm property is not owned by the partners individually, 
or severally, but belongs to the partnership, it follows that neither 
partner is entitled to the exclusive possession of the firm’s assets 
or of any item of property belonging to the firm, and if a partner 
wrongfully seizes such property, the other partner may obtain 
relief by an equitable proceeding, but he cannot sue at law for 
possession of the property. 

The management of the firm’s business, unless contracted in 
a different manner by the partners, is vested in all the parties, 
and every partner is presumed to take part in the management 
of the business, and in cases of difference of opinion as to manage- 
ment the majority would control. , 

These rules are very often modified or changed by the partner- 
ship contract, and in every event if such a contract is legal it 
should be the guiding spirit in the interpretation of the powers 
and liabilities of the partners. 

Every partnership should keep full and accurate accounts of 
its business in proper books, and the duty to keep such books 
devolves equally on all of the partners unless there is an agree- 
ment or custom to the contrary. These books should be kept at 
the firm’s place of business for the reason that each partner is 
entitled to have free access to them. When the duty of keeping 
a set of books for a firm is assumed by a partner the entries will 
generally be conclusive against him and will be binding as against 
the partnership in the absence of fraud or where the interest of 
a third innocent party intervenes. 


If all of the partners have had free access to the books the 
entries therein will be deemed accurate and the presumption 
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arises that they were known to each partner. This presumption, 
may, of course, like most others, be rebutted by evidence. 

Statements of accounts, whether taking the form of period- 
ical balances on the firm’s books or documents interchanged among 
the partners, are generally conclusive upon the partners, but may 
be impeached for fraud or mutual mistake. 

It is held to be the duty of each partner to examine such 
accounts and complain promptly of any mistakes there may have 
been made therein, and a failure to do this and consequent ac- 
quiescence in the correctness of the statements operates ordinarily 
as a bar to subsequent claims inconsistent with such accounts. 

As it is the legal duty of each partner to devote his entire 
time and business energies to partnership affairs, it follows that 
a partner is not entitled to compensation for his services, how- 
ever valuable to the firm they may be, unless there is a contract 
therefor. Such a contract may be expressed in writing or im- 
plied from the conduct of the parties and the circumstances of 
particular partnerships. On the other hand, a partner’s violation 
of his duty to render services may subject him to liability to the 
firm for such violation, and especially when culpable may justify 
a claim for extra compensation by the other members of the 
co-partnership. 

A partner is entitled to be reimbursed and indemnified for 
everything he properly expends for the benefit of the partnership 
and for risks which he necessarily incurs upon its behalf. The 
expenses and losses which a partnership may suffer are to be 
borne by the partners in the same proportion as they share the 
profits unless in the contract a different proportion is called for. 
Even where a partnership loss is occasioned by the conduct of one 
partner without the participation of others, it will not be charged 
to him, but will be borne by the firm where there is no fraud, 
culpable negligence or bad faith on such partner’s part. 

A partner is not liable personally for losses which are attri- 
butable to mere errors of judgment as distinguished from reck- 
lessness, bad faith or culpable negligence, but is personally liable 
for such losses as are caused by breach of the partnership agree- 
ment, or which are beyond the scope of the firm’s business and 
not assented to or ratified by his co-partners, or which are charac- 
terized by bad faith. This rule would apply to adventures entered 
into over the objection of the co-partners. 


474 


: 
| 
| 
i 
3 
“ona 
= 
2 
a> 


Partnership and Partnership Relations 


A partner has no legal or possessory lien upon the assets of 


the partnership, but he has an equitable lien with the right vested 
in him to insist that the partnership effects shall be applied to 
the payment of partnership debts so that he may be exonerated 
from personal liability to that extent. 

This rule is generally used to prevent the diversion of the 
firm’s assets from the firm’s creditors, and, after the firm’s credi- 
tors are paid in securing an equitable distribution of the balanc: 
among the partners. Such government of the firm’s assets may 
be secured by actions brought in equity for that purpose if any of 
the partners seek to prevent such a distribution of the assets by 
their acts or omissions. 

A partner may deal with the partnership and buy goods from 
and sell goods to the partnership, but such acts are closely scruti- 
nized and must be governed by the utmost good faith, and courts 
will enforce such contracts in an equitable manner. Also part- 
ners may engage in business dealings between themselves without 
regard to their relations as partners. 

It very often happens that one partner will purchase the in- 
terest of his co-partner in a firm. If such a purchase is made in 
good faith it will operate to vest ownership of the property in 
the purchaser. If such a transfer is made as security only for 
a debt to his co-partner, it does not dissolve the firm nor vest 
sole ownership in the transferee. 

An actual sale will ordinarily carry with it all of the right, 
title and interest of the selling partner in a firm to the purchaser 
and all claims which the seller has against the firm, whether they 
be for capital advanced or accumulated profits, and it also relieves 
the seller from all liability to the firm for overdrafts or. other 
indebtedness. 

If a sale is made of a partnership interest to a third person it 
operates only as a sale of that surplus to which the seller would 
be entitled after the winding up of the business of the partner- 
ship and paying off all of its obligations. It does not operate to 
make the purchaser a partner in the business, although it is quite 
customary for a partner to sell his interest to a third person and 
for the remaining partners to accept the third person as a partner 
in place of the one so selling. This would be a matter of agree- 
ment of all parties concerned. 


A partner is the confidential agent of the partnership in all of 
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the transactions of the firm and is consequently unable legally to 
secure for himself that which it was his duty to obtain for the 
partnership. Accordingly if he purchases property for his indi- 
vidual benefit or should take a lease on it, when the firm is entitled 
to the advantage of such a purchase or lease, or if he secures a 
valuable contract for himself which it was his duty to obtain for 
the partnership, he will be treated as a trustee thereof for the firm 
and be compelled to account to the firm for the profits of the 
transaction unless his actions are assented to by his co-partners. 

The general rule is that one partner cannot sue another in 
an action at law to recover a judgment upon any claim arising out 
of partnership transactions without having first wound up the 
business and finally settled accounts as between the partners. 

It follows that one partner may not sue the firm. He has, 
however, at all times a remedy in an equitable proceeding for an 
accounting and settlement of the partnership affairs and such a 
settlement as this would give basis for an action to recover any 
claim which he may have against either or all of the partners. 

One partner may not cause the arrest of his partner for any 
transactions arising out of the partnership relation. He may, 
however, secure an injunction against his co-partner for serious 
breaches of the partnership agreement or from a course of con- 
duct which amounts to fraud upon the partnership relations. 

A receiver may be had for a partnership under exception cases, 
but as the receivership is merely incidental to the winding up of 
the firm affairs and dissolutions of the partnership, a court will 
grant a receivership order only where there is a strong showing 
of fraud or the exercise of all of the powers and rights of the 
partnership by one partner, and the exclusion of the other. 

The disadvantages of a partnership owing to uncertainty of 
the term of its existence and the excessive liability to which one 
partner may be put and the liability of one partner for the acts of 
his co-partners, among other things, have very largely tended to 
bring into its present popularity the organization of corporations, 
and, so far as the writer can determine, there are practically no 
advantages in favor of a partnership which do not exist even in 
greater degree in favor of a corporation, and I think business 
is always more securely conducted and carried on under articles 
of incorporation than under partnership agreements. 

I wish to repeat again that all I have said consists merely of 
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the crudest statements of law arising out of the partnership rela- 
tion, and consists practically in its entirety of statements of general 
rules only. In case of doubt the facts surrounding the particular 
case should be passed upon by an attorney to determine the rights 
and liabilities of the parties in interest, as it seldom happens that 
any particular controversy falls exactly within the lines of any ' 
previous ruling, and hence the rules and regulations governing 4 
every case must be determined almost entirely by analogy. | 
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Cotton-Seed Oil Mills and Their Accounts* 
By Joe, Hunter, C.P.A. 


The first cotton-seed oil mill of which we have any record in 
this country was built at Natchez, Mississippi, in 1834. A gentle- 
man by the name of Martin managed an oil mill in New Orleans 
about 1847. So far as we know, there were but few other mills 
built prior to the Civil War, but in 1869 General E. P. Alexander 
built a cotton oil mill at Columbia, South Carolina; and other 
mills were put up at various points in the cotton growing states. 
About 1880 the crushing of cotton seed developed to such an ex- 
tent that it was then recognized as a distinct and separate business, 
but those who had made a success of it seemed very much averse 
to giving out any information, and all the processes and details 
connected with it were kept secret. 

All of us are more or less familiar with the cotton plant, but 
before going into an explanation of the processes a brief descrip- 
tion of the plant and products may be found interesting. Cotton 
seeds as picked are densely covered with the lint which is removed 
by ginning. The seed, after ginning, is either quite smooth, or as 
is practically all commercial seed, covered with down. The seed 
proper of cotton is composed of the hull, consisting of the seed 
coats and the meat or kernel, which is a coiled embryo without 
albumen, sprinkled with resinous glands and containing in its 
cells with other substances, oil to the extent of 20% or more of 
the seed. The weight of the seed is slightly more than twice that 
of the adherent lint, the hull and the meat form about equal 
parts. 

Cotton seed was not utilized except for planting until the lat- 
ter part of the eighteenth century when its value for oil and cake 
began to be recognized in England. The principal products of the 
seed consist of the crude oil, the meal, the hulls and the linters. 
From these principal products certain by-products are obtained. 
These are soap stock, stearin, and cotton seed bran. The process 
of extracting the oil and other products from the seed is, first, all 
the sand is taken from the seed, then all other trash and foreign 
substances, such as nails, cotton bolls, pieces of wood, etc. are 


* A lecture delivered before the Georgia School of Technology, November, 1912. 
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cleaned from it. The seed is then carried to the linters and ginned 
again to rid it of the lint remaining upon it. This lint is sold as 
short staple cotton, generally bringing about half the price of the 
long staple. After taking the seed out of the linters, they are 
brought to the huller, which cuts them in pieces; after this they 
are put in a reel an dthe hulls and meats separated. The hulls 
are then taken out and very frequently put into bales where they 
are stored in warehouses finally to be sold as cattle feed. The 
meats are then taken to the rolls which crush them—thus break- 
ing the oil cells. After being taken out of the rolls, they are put 
into heaters where they are cooked. After being cooked, the 
meats are deposited in a cake former, where cakes are formed 
and enclosed in cloth which is called press cloth, the best quality 
of which is made of camel’s hair. This cloth with the cakes 
between is placed in the press and the oil extracted by very heavy 
pressure. The cake that is left in the presses is taken out and 
when cooled is cracked and ground into meal. 

The most important of the products is, of course, cotton-seed 
oil. Most of the oil mills in the South do not refine their oil, but 
simply sell it in its crude state. It is bought principally by eastern 
companies who refine it into four grades known commercially as 
“summer yellow,” “summer white,” “winter yellow” and “winter 
white.” High grades of summer yellow are used in the manu- 
facture of artificial butter, and these oils are generally known as 
butter oils. Summer white is obtained from summer yellow by 
bleaching with fuller’s earth and filtering, and is used chiefly in 
the manufacture of the lard compounds. The winter oils are used 
as salad and cooking oils, also to a limited extent as a miner’s 
oil for lighting mines. We see then that this oil is used for food, 
largely as substitutes for butter, next as a lard compound and 
frequently sold as olive oil. 

The next product in the order of importance is cotton-seed 
meal. Being rich in protein and one of the cheapest sources of 
nitrogen it has a very great value as a fertilier. So exactly has 
its fertilizing value been determined than in some states the grade 
is ascertained by the percentage of ammonia it contains.* Mixed 
with hulls, it is also used as a cattle feed. 

After the oil and meal, next in rank comes the hull, and its 
value is so generally recognized as a cattle feed that the price has 


* In Georgia it is against the law to sell meal unless the official analysis shows 
it to contain 6 18/100% of nitrogen, which equals 744% of ammonia. 


479 


a 
| 
| 
f 
i 
| 
4 
1 
| | 


The Journal of Accountancy 


BLANKVILLE OIL MILL, 
STATEMENT OF OPERATIONS 
. August Ist, 1911, to 
: a COST OF SEED, EXPENSES, ETC. 
Quantity 
Tons Average 
Cotton seed bought 
Prime car seed-cost 3207.76 $17.95 $ 57,582.47 
Prime car seed-commissions, 
salary and 6: to t 1.71 5,509.05 
agents in 
yh Prime car seed-freight 1.61 5,168.45 
3 houses outside { 03 64.60 
Total car seed 3207.76 $21.29 $ 68,324.57 
Wagon seed 1982.29 17.29 34,289.37 
. Total seed crushed 5190.05 $19.77 $102,613.94 
Expenses: 
Pay roll $2.61 $13,505.15 
Press cloth and yarn 42 2,198.47 
Repairs, machinery and building .26 1,370.58 
Supplies .22 1,168.48 
Taxes .24 1,251.00 
Salary -29 1,533.15 
Lubricating oil and waste .09 450.32 
Office expenses .03 160.46 
Lights .05 271.02 
Postage and wires .05 266.05 
Interest and discount .48 2,452.42 
Insurance 13 698.65 
Legal expense O01 50.00 
Advertising O01 49.03 
General expense 13 695.27 
Fuel .80 4,086.74 
Casualty insurance .08 436.31 
Brokerage .09 467.00 
Tags .02 98.60 
Total crushing cost 6.01 31,208.70 
Total cost $25.78 $133,822.64 
Total sale of products brought down 25.10 130,270.62 
Loss 68 $ 3,552.02 
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BLANKVILLE, GEORGIA 
FOR SEASON, 1911-12 4 
May 20th, 1912 | 
SALES i 
Production Avg. per Avg. Price ) 
Pounds Ton Seed Received Amount aq 
Oil sales 1,578,385 Ibs.  304lbs. $68,382.63 
(210,451 Gallons) (40.4 Gals.) 
if 
Meal sales 4,453,300 i 
Meal inventory at last 85,000 4 | 
OO 
Total 4,538,300 874 Ibs. $22.09 50,118.36 i) 
Hull sales 3,076,400 i 
Hull inventory at last 150,000 3) 
Total 3,226,400 621 Ibs. $ 4.91 7,933.46 a 
Linter sales 212,387 
Linter Inventory at last 4,000 | 
Total 216,387 41 lbs. .0177¢ 81836.17 
Total production 9,559,472 Ibs. 1,840 Ibs. q 
Loss in weight 820,628 160 i 
10,380,100 Ibs. 2,000 Ibs. $130,270.62x { 
MEMORANDUM q 
Value of products per ton of seed crushed. | 
oil $13.17 
Meal 9.67 q 
Hulls 1.52 | 
Linters . 74 
$25.10 
Total sales and inventories at last $130,270.62 a 
Loss for season 1911-12 3,552.02 q 
$133,822.64 
481 | 
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gone steadily upward. When the oil mill business was in its in- 
fancy, these hulls were looked upon as a nuisance and thrown into 
the furnace, but now as a result of the careful study made of 
them by modern agriculturists and the oil mill men, their value 
has been converted from an expense to a salable product. 


The product last in rank is the cotton seed linter, or short 
staple cotton. This is sold in place of cotton and for uses in 
which the long staple is unnecessary—for instance, in mattress 
making and for stuffing or fillers of various kinds. 


The art in successfully operating an oil mill where there is 
a reasonable margin of profit between the price paid for the raw 
material—seed—and the price received from the sale of products— 
oil, meal, hulls, etc.—lies chiefly in the production of product— 
first as to quality and then as to quantity or weight. The oil mill 
unit is the ton of seed crushed, which in this country is 2,000 
Ibs ; while the seed buyer may purchase it in bushels, the comput- 
ing basis is the ton. 


Many elements enter into the extraction of oil. The seed may 
be too dry or the reverse, the cooking of the meats may be poorly 
done, thereby leaving considerable oil in the meal. The ton of 
good seed crushed in first-class presses under intelligent super- 
vision should yield between forty-five and fifty-five gallons of 
crude oil. With oil at say 30c a gallon, the leaving of three or 
four gallons in the ton would make an equivalent loss of about 
$1.00 to each ton of seed crushed, which in a mill crushing 3,000 
tons a season would mean the serious loss of $3,000, and this too 
without materially increasing the value of the meal. 


Condition of the seed also would affect the commercial value 
of the meal. The improper cooking of the meats would have a 
similar effect on the meal; but more than all, if the separation 
between the meal and hulls was badly done, the meal would either 
be overloaded with hulls, or the hulls with meal. How disastrous 
this would be is seen when it is realized that the price of meal is 
twice or three times that of hulls, and again it is true that the 
hulls would not only not be benefited by this overload of meal, 
but a positive loss would accrue to the mill—the seller—and an 
injury to the cattle feeder—the buyer. On the other hand the 
extra admixture of hulls with a ton of prime meal sold as meal 
would soon discredit a mill. It would be difficult to explain a 
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mistake so obviously to the financial benefit of a mill as due to 
poor milling. 

Again, if the seed were not properly delinted, there would 
remain too much cotton adhering to the hulls, which would not 
be a benefit to this product but a loss in weight by reducing the 
quantity of linters produced. Out of the average ton of seed, 
there should be obtained between forty-eight and sixty pounds of 
linters. With the market price of linters at four cents a pound, on 
a yield of say six pounds under the average, and with a crush of 
3,000 tons of seed, there would be a money loss of $720.00. 

At the end of the season when the mill has crushed all of the 
seed purchased, it casts up its accounts, finds the total gallons of 
oil and pounds of product sold with the total amount of money 
received for such sales, and then proceeds to work out its aver- 
ages and yields based on the total tons of seed purchased. 

It is interesting to work out an account of this kind. We will 
suppose that our mill has bought and crushed in the season which 
lasts from about August to April, 5,190 tons of seed. It sold all 
of its products; hence had none left on hand. Going over the 
records, we find the following sales, costs and yields: 


SALES, COSTS AND YIELDS 


Sales: 
Crude oil, gallons 210,451 @ 7% pounds to gallon equals 
1,578,385 Ibs. @ 32% cents a gallon .............s.eeeee $68,382.63 
Lbs. 4,538,300 @ $22.09 ton 50,118.36 
216,387 01% lb. 3,836.17 
Total production .......... 9,559,472 $130,270.62 
Costs were: 
(tons) 5,190 @ $19.77 $102,613.04 
Expense of crushing ............ 6.01 31,208.70 
Total cost per ton .......... $25.78 $133,822.64 
Then as the production only sold for 130,270.62 
We find a total loss in operating the mill of $3,552.02 


or 68c a ton on every ton of seed purchased 


The yield of the product was: 


Total Ibs. Av. per ton Seed 
Oil (gallons per ton 40 4-10) ... 1,578,385 304 Ibs. 


9,559,472 1,840 Ibs. 
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Loss in weight of product under 


5,190 tons seed equal ........... 10,380,100 Ibs. 2,000 Ibs. 
The loss may be interestingly shown thus: 


Value of products per ton seed crushed: 


$13.17 
Against this we oppose the 
25.78 
And have loss per ton crushed ............ Witebesetnnsas 68c 


Arranging this in the form of a statement of operations we 
have the financial review which appears on pages 480 and 481. 

Success in running a cotton oil mill is obtained, as in almost 
everything else, by “knowing how.” This is the golden age of 
specialists. Reward will come to the man who studies his busi- 
ness. The “hit or miss” plan will place one in the failure class 
as quickly or perhaps quicker in the cotton oil business than in 
any other. Another phrase is sometimes found in this business 
which is also common to other lines. A man may have started 
and finds that though the market is against him both ways, i. e. 
both in buying and selling, he feels obliged to run his plant even 
though it barely pays expenses, and sometimes at a loss. Many 
may be dependent upon him and he feels that he owes a sort of a 
duty to his associates and employees, and he keeps on running 
the plant, hoping for better times. There are many unconscious 
philanthropists of this kind, rubbing shoulders with us, who are 
none the less praiseworthy. I have seen it exemplified many 
times, but more noticeably in cotton mills perhaps, because a 
larger number of highly skilled helpers is employed in cotton mills. 
And with those who are more conservative, those who largely con- 
tribute to that great silent force called Public Opinion, the fre- 
quent indiscriminate railings we hear against capital are quite 
out of place. 

In a somewhat extended connection with the oil mill business, 
more or less direct, I have run across some funny incidents and 
others not so funny but interesting. Several years ago when 
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considerably less was known about this great industry so impor- 
tant to the cotton growing states, an ingenious man concluded 
that he had solved the plan of ridding the seed of the adherent 
lint by a chemical process. It is related that several experiments 
had been made on a small scale however and so successful were 
they that to those who had been called in to view the process, 
there was apparently no question about it. The problem had been 
solved. No more expensive delinting machinery need be used. 
A simple chemical treating of the seed and—hey! presto! change! 
—here on one side was your seed, uninjured commercially, ready 
for the huller and there on the other, your lint, damp, perhaps, but 
when dried ready to be sold as short staple cotton. So seemingly 
convincing were the arguments that I am told a round sum of 
money was paid for this secret process and things were made 
ready for a practical application on a large scale. After con- 
siderable care and attention to details and sufficient time left for 
drying out, the sheds were at last opened and what was found 
was a tremendous mass composed of a sticky glutinous substance, 
closely resembling the homely “pot liquor” in color, and so 
offensive that eventually it had to be buried—a complete and 
expensive failure the cost of which was charged to experience. 

The advantage of closely checking up the weight of seed and 
product was illustrated once in the case of an oil mill man em- 
ployed as a manager and fully trusted by the owners. He evi- 
dently needed more money because he evolved a clever plan of 
shipping out hulls by the carload to a railroad agent in a town 
near by, who was in collusion with him. The hulls would be 
properly charged on the books both as to quantity and value and 
the railroad agent would get up fake bills of lading showing so 
much cotton seed shipped to the mill with accompanying invoice. 
Then the value of seed would be credited to the same account to 
which the hulls had been charged, and these two worthies would 
split the amounts the mill had paid out both for the seed supposed 
to be received and for the money collected from the sales of hulls. 
An examination of the account would show that it was perhaps in 
balance. Of course the total seed receipts were diminished, but in 
many thousands of tons it was difficult to detect how the discrep- 
ancy arose. Finally, however, after many accounts had been 
examined, the fraudulent transactions were located. 

Another illustration of how important it is to check up the 
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weight of seed and product was found in examining the results 
of an oil mill crush. The yield of oil, meal and hulls was very 
low, the loss in weight being correspondingly high. The men in 
charge knew the yields should be better and for several weeks 
the problem remained unsolved. An auditing firm had made an 
examination of the accounts and records and it was upon the 
report that the poor results were brought out. Finally, after 
everything else had been look up, suspicion turned to the wagon 
seed, that is, the seed brought in by farmers on one and two-horse 
wagons. After a more extended examination, the auditors found 
that the tickets which showed the gross weight—that is, the 
weight of the wagon and the seed—the tare, which is the weight 
of the wagon, and the net weight, had all been systematically al- 
tered. To a more limited extent the same system had been pur- 
sued in the sales of hulls and meals to wagoners. One clerk had 
charge of all this and the difference, when he did not “annex” 
the total sale, was put into his pocket. 
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EDITORIAL 
Congress and a Budget 


Within a few days after the publication of this issue of THE 
JouRNAL oF AccounTANcy the Sixty-Second Congress of the 
United States of America will meet for its last session and it is 
appropriate at this moment to consider some of the most im- 
portant matters which the forthcoming session will be called 
upon to decide. As a general rule at the close of a congress 
there is a considerable amount of house cleaning to be done— 
routine measures must be adopted, appropriations must be ap- 
proved and all the odds and ends of legislation which have 
accumulated during the preceding two years must be cleared away 
as far as it is possible to do so. 

But in spite of all these necessary tasks for the short ses- 
sion to accomplish let us hope that there will be time for the 
enactment of some if not all of the desirable bills which now are 
resting in committee stage. Chief among these, from the ac- 
countants’ point of view, is a bill calling for an amendment of 
the corporation tax law to permit corporations to report as of the 
end of their individual fiscal years—and in the case of this bill 


it may be said that there is reason to expect its passage during 
the short session. 
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But there is one more important matter which will come up 
for discussion and upon which the arguments are sure to be 
vigorously put forward both for and against. This is the ques- 
tion of a national budget. 

To the ordinary man of business accustomed to conduct his 
affairs so that his stockholders may be fully informed of all that 
affects the financial standing of his concern it probably appears 
superfluous to say that one of the greatest undertakings in the 
world—the government of the United States—requires the ap- 
plication of ordinary business principles. But during the entire 
life of the republic there has never been a time when the people 
—who are really the stockholders—have been informed, even in 
a general way, of the financial condition of the government. We 
are told that a certain amount is necessary for the carrying on of 
the administration and we are informed that in order to meet 
this requirement taxes of one kind or another, direct or indirect, 
must be levied; and we are not supposed to question the correct- 
ness of the statement issued to us. All that is expected of us is 
to pay what we are told to pay. 

But the time has come when this sort of thing must cease. 
One of the most remarkable phenomena in an age which is 
filled with remarkable developments is the public demand that 
there shall be light. It has become little less than a national watch- 
word that in all affairs affecting even a small portion of the pub- 
lic there must be absolute publicity and frankness. The day has 
passed when men were content to pay without knowing exactly 
for what they were paying. And one of the most noteworthy 
illustrations of this increasing tendency toward publicity is found 
in the sanction of congress of the appointment of a commission 
on economy and efficiency at the instigation of President Taft. 
The duties devolving upon this commission were exceedingly 
broad. The members were called upon to show wherein the ad- 
ministration of the national departments was extravagant and 
wherein saving could be effected without detracting from effi- 
ciency. Furthermore they were to demonstrate if possible, how 
efficiency could be increased at a minimum of financial cost. 


The commission on economy and efficiency included in its 
membership two men who have a national reputation as ac- 
countants and it formed at an early stage a consulting committee 
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consisting of four leading men in the profession. Although the 
amount of money appropriated for the commission’s use was 
considerably less than might have been provided with advantage, 
it has succeeded in doing a great work for the nation at large. 
Several messages have been sent by President Taft to congress 
endorsing the recommendations of the commission on economy 
and efficiency and already some very substantial savings have 
been effected as results of these recommendations; but the chief 
work of the commission will bear fruit or will not according to the 
decision of the forthcoming session of congress; and business 
men throughout the country will watch with keen interest the 


course which congress adopts in regard to this paramount ques- 
tion of a national budget. 


In view of the great importance of the subject we do not 
hesitate to quote at considerable length from the message of 
President Taft, dated June 27th, 1912, transmitting the report of 
the commission on the need for a national budget. 

President Taft said, in part: 


Briefly stated the situation is this: Under the Constitution (and sub- 
ject to its limitations) the Congress is made responsible for determining 
the following questions of policy: What business or work the Government 
shall undertake: what shall be the organization under the Executive which 
is charged with executing its policies; what amount of funds, and by what 
means funds shall be provided for each activity or class of work; what 
shall be the character of expenditures authorized for carrying on each 
og of work—i. e., how much for expenses, how much for capital out- 
ays, etc. 

As a means of definitely locating this responsibility the Congress was 
iven the sole power to levy taxes; to borrow money on the credit of the 
United States; to authorize money to be drawn from the Suegauae. To 
the President also has been given very definite responsibility, To the end 
that the Congress may effectively discharge its duties the article of the 
Constitution dealing with legislative power provides that “a regular 
statement and account of receipts and expenditures of all public moneys 
shall be published,” and the article dealing with the Executive power 
requires the President “from time to time to give to the Congress in- 
formation on the state of the Union and to recommend to their considera- 
tion such measures as he shall deem necessary and expedient.” 

Notwithstanding these specific constitutional requirements there has 
been relatively little attention given to the working out of an adequate 
and systematic plan for considering expenditures and estimates for a 
propriations; for regularly stating these in such form that they may 
considered in relation to questions of public policy; and for presenting 
to the Congress for their consideration each year when requests are 
made for funds, any definite plan or proposal for which the administra- 
tion may be held responsible. 

Regular committees on expenditure have been established by the Con- 
gress for the purpose of obtaining knowledge of conditions through 
special investigations. During the last century over 100 special 
congressional investigations have been authorized to obtain informa- 
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tion which should have been regularly submitted, and much money 
as well as much time has been spent by the Congress in its efforts to 
obtain information about matters that should be laid before them as an 
open book; many statutes have been passed governing the manner in 
which reports or expenditures shall be made; specific rules have been 
laid down giving the manner in which estimates shall be submitted to the 
Congress and considered by it. From time to time special investigations 
have been made by heads of executive departments. During the last 
century many such investigations have been carried on and much money 
has been spent in the conduct of these, as well as by the Congress for 
the purpose of obtaining facts as a basis for intelligent consideration of 
methods and procedure of doing business with a view to increasing 
economy and efficiency. From time to time Executive orders have been 
issued and reorganizations have taken place. 

Generally speaking, however, the only conclusions which may be 
reached from all of this are that— 

No regular or systematic means has been provided for the considera- 
tion of the detail and concrete problems of the Government. 

A well-defined business or work program for the Government has not 
been evolved. 

The reports of expenditures required by law are unsystematic, lack 
uniformity of classification, and are incapable of being summarized so 
as to give to the Congress, to the President, or to the people a picture of 
what has been done, and of cost in terms either of economy of purchase 
or efficiency of organization in obtaining results. 

The summaries of expenditures required by law to be submitted by 
the Secretary of the Treasury, with estimates, not only do not provide 
the data necessary to the consideration of questions of policy, but they 
are not summarized and classified on the same basis as the estimates. 

The report on revenues is not in any direct way related to the ex- 
penditures, except as the Secretary of the Treasury estimates a surplus 
or deficiency and this estimate is based on accounts which do not ac- 
curately show expenditures or outstanding liabilities to be met. 

Instead of the President being made responsible for estimates of 
expenditures, the heads of departments and establishments are made the 
ministerial agents of the Congress, the President being called on only 
to advise the Congress how, in his opinion, expenditures may be reduced 
or revenues may be increased in case estimated expenditures exceed esti- 
mated revenues. 

The estimates do not raise for consideration questions which should 
be decided before appropriations are granted, nor does the form in which 
estimates are required by the Congress to be presented lay the founda- 
tion for the consideration of: Subjects of work to be done; the character 
of organization best adapted to performing work; the character of ex- 
penditures to be made; the best method of financing expenditures. 

The present law governing the preparation and submission of esti- 
mates, requiring them to be submitted each year in the same form as the 
year before, was passed without due consideration as to what information 
should be laid before the Congress as a basis for action, the result being 
that the unsystematic and confused method before in use was made 
continuous. 

The rules of the Congress do not provide for the consideration of 
estimates in such manner that any Member of Congress, any committee, 
or either House of Congress as a whole may have at any one time the 
information needed for the effective consideration of a program of work 
done or to be done. 

The committee organization is largely the result of historical develop- 
ment rather than of the consideration of present needs. 


Inadequate provision is made for getting before each committee to 
which appropriations are referred all of the data necessary for the con- 
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sideration of work to be done, organization provided for doing work, 
character of expenditures, or method of financing. 

Following the method at present prescribed the estimates submitted by 
each organization unit wf ave to be split up for consideration by ap- 
propriation committees of the Congress and be made the subject of 
several different bills; in few places are all of the estimates or appropria- 
tions asked for by a single organization unit brought together. 

The estimates for appropriations requested for a single class of work 
are similarly divided, no provision being made for considering the amount 
asked for, the amount appropriated, or the amount spent for a single 
general class of governmental activity. 

Generally speaking, the estimates for expenses (or cost of each 
definite class of services to be rendered) are not separately shown from 

estimates for capital outlays (or cost of land, building, equipment, and 
other properties acquired). 

While the classification and summaries of estimates do indicate a 
proposed method of financing, these summaries do not show classes of 
work or the character of expenditures provided for and therefore can- 
not lay the foundation for the consideration of methods of financing as 
a matter of governmental policy, as is contemplated under the Constitution. 

The appropriations are just as unsystematic and incapable of classifi- 
cation and summary as the estimates—in fact, follow the same general 
form, making it difficult and in many cases impossible to determine what 
class of work has been authorized, how much may be spent for each 
class, or the character of expenditures to be made; nor does any one bill 
cover the total authorizations for any particular general class of work. 

Bills for appropriations (the authorizations to incur liabilities and to 
spend) are not considered by the committee to which measures for rais- 
ing revenues and borrowing money are referred, nor are revenues and 
borrowings considered by committees on appropriations in relation to the 
funds which will be available. 

So long as the method at present prescribed obtains, neither the Con- 
gress nor the country can have laid before it a definite understandable 
program of business, or of governmental work to be financed; nor can 
it have a well-defined, clearly expressed financial program to be followed; 
nor can either the Congress or the Executive get before the country the 
proposals of each in such manner as to locate responsibility for plans sub- 
mitted or for results. 

Although the President has the oy to install new and improved 
systems of accounts and to require that information be presented to him 
each year in such form that he and his Cabinet may intelligently con- 
sider proposals or estimates; although the President, under the Constitu- 
tion, may submit to the Congress each year a definite well-considered 
budget, with a message calling attention to subjects of immediate impor- 
tance, to do this without the cooperation of the Congress in the repeal of 
laws which would be conflicting and in the enactment of other laws which 
would place upon the heads of departments duties to be performed that 
would be in harmony with such procedure, would entail a large expendi- 
ture of public money in duplication of work. 

The purpose of the report which is submitted is to suggest a method 
whereby the President, as the constitutional head of the administration, 
may lay before the Congress, and the Congress may consider and act on, 
a definte business and financial program; to have the expenditures, ap- 
propriations, and estimates so classified and summarized that their broad 
Significance may be readily understood; to provide each Member of 
Congress, as well as each citizen who is interested, with such data per- 
taining to each subject of interest that it may be considered in relation to 
each question of policy which should be gone into before an appropria- 
tion for expenditures is made; to have these general summaries supported 
by such detail information as is necessary to consider the economy and 
efficiency with which business has been transacted; in short, to suggest a 
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lan whereby the President and the Congress may cooperate—the one in 
aying before the Congress and the country a clearly expressed adminis- 
trative program to be acted on; the other in laying before the President 
a definite enactment to be acted on by him. 

President Taft has summed up in the foregoing extract a 
categorical condemnation of existing methods, and anyone who 
has the faintest notion of what we call business sense must en- 
dorse every word in the accusation. It is absolutely preposterous 
that a vast organization employing thousands upon thousands of 
men and women, expending millions upon millions of dollars a 
year, should have been allowed to proceed so far in the haphazard 
way with which we are familiar. Naturally there will be a storm 
of protest in the future as there has been in the past against any 
movement for the betterment of financial administration. There 
are always numerous accumulations in the dark corners which 
would vastly prefer to remain undisturbed, and there is a kind 
of public servant which dreads nothing so much as light, but that 
is the sort of servant for which the public has no further use 
and the time is very near at hand when in every department of 
governmental work the idle and the useless will be eliminated. 

These people, of course, can be counted upon to oppose any 
improvement but they are not the only obstacle in the path of prog- 
ress. The members of congress themselves, charged with the 
legislation and to a certain extent with the administration of the 
country, are exceedingly jealous of their prerogatives. They do 
not see why the president of the United States should interfere 
when they express the need for a certain amount of money and 
those of them who are most narrow will steadfastly oppose any 
such improvement as could be brought about by a national budget. 

Against these forces of opposition however, the entire busi- 
ness community of the country—which after all must have the 
final word—will stand; and any proposal so convincingly for the 
benefit of the country will have the approval of every business 
man. 

Of course it would be folly to assert that we have never had 
anything in the nature of a budget. The trouble has been that 
we have had so many budgets that no human being has been able 
to understand the situation. Each department and each bureau 
in each department has prepared its own little budget—although 
sometimes running into millions of dollars—and these separate 
and individual budgets have been sent along to congress in the 
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belief (which was generally correct) that they would be passed 
without serious question, particularly if the house and senate 
happened to be of the same party as the president. 

But what the commission on efficiency calls for is something 
entirely different. The commission suggests and urges that be- 
fore any estimates of expenditure and revenue are submitted to 
congress they be submitted to the executive branch of the 
government, which in turn will have an opportunity to form from 
these various minor budgets an estimate of national income and 
expenditure, in which unnecessary duplications can be avoided, 
and will give the country as a whole a chance to see where it 
stands. 

President Taft, strongly imbued with a sense of the need for 
betterment, has called upon the several departments to submit to 
him estimates of their requirements for the fiscal year, and it is 
reasonable to suppose that as a result he will be able to submit to 
congress a national budget, which although not yet perfect because 
of the present lack of information within the departments them- 
selves and to some extent the lurking unwillingness of officials 
and clerks to comply with his demands, will nevertheless be a 
considerable step forward toward that absolute publicity which 
the public rightfully demands. It now remains to be seen what 
course of action will be pursued by congress. Will there be a 
manifestation of eagerness to adopt the progressive policies which 
the president advocates? Will there be a frank confession that 
there is need for improvement? Or will congress go on its old 
way, ignoring the national rights, and prefer to listen to the pro- 
fessional politicians of that class which has been all too common 
in the past? 

The nation needs a budget. The president has done his best 
to provide for that need. It now rests with congress to act for or 
against the welfare of that people whose interests it is supposed 
to serve. 
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ConpucTeED By JOHN R. Witpman, M.C.S., C.P.A. 
ProsLeM No. 12 (DEMONSTRATION ) 


On April 1, 1912, W. B. Hone, A. J. Hone, and F. G. Hone, 
all being general partners in the firm of L. B. Hone’s Sons, build- 
ing contractors, decided, in order to preserve the organization of 
their business in case of the death of any of the partners, to in- 
corporate. 

Accordingly they filed a certificate of incorporation with the 
secretary of state at Albany, and paid the organization tax and fil- 
ing fee in the amount of $15.75 ($12.50 tax, $3.25 filing fees) out 
of $500 advanced by W. B. Hone. The par value of the shares 
was $100 each. 

The balance sheet of the copartnership was as follows: assets: 
land and buildings (net value), $35,000; machinery and tools 
(net value), $9,500; 10M Mich. Cent. 4’s (cost), $9,887.50; 
horses, wagons, and harness (net value), $500; furniture and 
fixtures (net value), $1,000; building materials, $7,929.04; con- 
tracts in progress, $18,417.23; cash, $12,395.84; accounts receiv- 
able, $22,486.75; notes receivable and interest, $3,025.17; unex- 
pired insurance, $425. Liabilities and capital: taxes accrued, 
$125; salaries and wages accrued, $250; accounts payable, $7,- 
528.82; capital, W. B. Hone, $40,237.28; capital, A. J. Hone, 
$35,182.16; capital, F. G. Hone, $37,243.27. 

Upon the formation of the corporation and the taking over of 
the business, each partner received 83 1-3 shares of stock and 
notes bearing interest at the rate of 6% per annum for the bal- 
ance of his capital account. The corporate name was L. B. Hone’s 
Sons, Incorporated. 

After the new books had been opened it was discovered that 
charges to contracts in the amount of $325.72 had been omitted 
from the schedule and that $53.75 had been omitted from the ac- 
counts payable. On April 3d a cheque in the amount of $100 was 
received from the firm’s brokers for interest, due April 1st, which 
had been collected on the Mich. Cent. 4’s. The cheque was 
handed to W. B. Hone. 


494 


3 
: 
: 
i 
my 
; 


Department of Practical Accounting 


Prepare: 

(a) Journal entries opening the books of the corporation. 

(6) Balance sheet of the corporation, April 1, 1912. 

(c) Skeleton ledger accounts showing the closing of the firm’s 
books. 


SoLuTION To ProsBLEM No. 12 


The problem presented herewith should be interesting, if 
somewhat novel, because of the fact that it was taken from actual 
experience. It illustrates one of the peculiar situations which arise 
in practice. 

Incorporation was resorted to in this case partly for the pur- 
pose of preserving the organization against death and partly to 
avoid having any action for employer’s liability brought against 
the individual members of the firm by employees; also to avoid 
any individual difficulties with labor unions, etc. 

Judging from the combined capital accounts of the three 
partners as shown by the balance sheet of the copartnership one 
might have expected the capital stock of the corporation to have 
been from $100,000 to $125,000. It was pointed out by counsel 
that such procedure would increase the organization tax and the 
subsequent corporation taxes and that no more would be gained 
than if the capital stock were nominal in amount. As a conse- 
quence $25,000 was decided upon as the amount at which the 
corporation would be capitalized; the difference between the par 
value of 83 1-3 shares of stock and the capital of each partner 
being covered by notes of the corporation. 

In order that there might be funds out of which to pay the 
expenses of incorporation one of the partners advanced $500. In 
this respect the same question arises as in problem 11, as to how, 
not having achieved existence the corporation could hold funds 
and make disbursements. Legally perhaps it could not. What 
really happened it seems was that one of the partners advanced in 
trust for the proposed corporation an amount which was made 
available for disbursements on account of the corporation. 

The entry affecting the receipt of cash for expenses and the 
corresponding disbursements might perhaps more properly be 
made after the formal entry opening the books, if it were con- 
tended that no expenses could arise until the corporate life had 
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begun. On the other hand if the entries were to be made chrono- 
logically there could be no question as to the priority. So much 
for theory. As a matter of practice, one entry would be made in 
the journal (setting up the capital stock) while the other (organ- 
ization expenses, etc.) would be made in the cash book. Both 
would probably be made as of April 1, 1912 and no one could con- 
sistently complain thereat. 

Expressed in the form of journal entries and using the formal 
method of recording the organization of the company the items 
under discussion would appear as follows: 


1912 
April 1 Capital stock unissued ..................005- $25,000. 
To Capital stock authorized ............. $25,000. 


To record the organization of L. B. Hone’s 
Sons, Incorporated, incorporated under the 
laws of the State of New York with an au- 
thorized capital stock of $25,000 divided into 
250 shares of $100 each. 


500. 
For cash advanced for expenses of organiza- 
tion. 


Following these entries would come the act of taking over the 
assets and liabilities of the copartnership, and the issuing of the 
capital stock to the individuals. The entry recording same would 
be based on the balance sheet of the copartnership, substituting 
for the capital accounts of the partners, the capital stock and notes 
payable of the corporation. 

The entry would appear as below: 


$35,000. 
Notes receivable and interest ............ccccseceeee 3,025.17 
Salaries and wages accrued ............... 250 
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For the assets and liabilities of L. B. Hone’s Sons 
taken over by L. B. Hone’s Sons, Incorporated in 
exchange for capital stock and notes payable as above. 


With the exception of those affecting the discrepancies dis- 
covered after the books of the corporation were opened the jour- 
nal entries are now complete. In connection with the latter, it 
may be said that the question of disposition of these items is not 
so difficult as it would have been had not the parties in interest 
have been the same in each organization. If the schedule repre- 
senting contracts in progress had been correct, it would have 
shown $325.72 more than it did show. The effect of this would 
have been to increase the capital of the partners. Likewise a 
correct schedule of accounts payable would have shown $53.75 
more than was shown, with a corresponding decrease in the 
capital accounts of partners. The net effect of these items would 
have been to increase the capital $271.97. If this had been done, 
the notes payable when issued would have been greater in amount 
to that extent. For practical purposes, the error may be cor- 
rected by distributing the amount among the three interested 
parties and issuing new notes for the correct amounts ($31,- 
994.60, $26,939.49, $29,000.59) issuing additional notes for 
$271.97 ($90.66 each), or crediting the amount ($271.97) to 
accounts payable, representing the individuals. The objection to 
the latter would be that unless paid to the partners immediately 
they would loose the interest at 6% to which they are entitled 
and which was borne by the notes. It is therefore thought de- 
sirable to make an entry as follows: 


From the above entries the accounts may be set up and ad- 
justed so that the following balance sheet will result: 
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L. B. HONE’S SONS, INCORPORATED 
Balance Sheet—April 1, 1912 


Mich. Cent. 
(par $10,000) ...... 9,887.50 Total current Iblts. ..$ 8,457.57 


a Assets Liabilities and Capital 

2 Land & buildings ....... $ 35,000. Capital stock outstanding $ 25,000.00 
2 Machinery & tools ...... 9,500. Notes payable .......... 87,034.68 
-- Horses, wagons & harness 500. Current liabilities: 
fits ae Taxes accrued ........ $ 125. 

t Furn. & fixtures ........ 1,000 Sal. & wages acc. ..... 250. 
Accounts payable ..... 8,082.57 


Working assets: 
Material & sup. ...... $ 7,920.04 
Invested in contracts .. 18,742.95 
Total working assets $ 26,671.90 


Current assets: 


‘ ae Notes rec. & int. ..... 3,025.17 
4 ve: Total current assets $ 38,392.01 
Deferred charges to ex- 
pense: 
Unexp. insurance ..... $ 425. 
Organization exp. .... 15.75 


Total deferred 
charges to exp.....$ 440.75 


Total liabilities and 
Total assets ........ $121,302.25 er $121,392.25 


The problem calls for skeleton ledger accounts showing the 
closing of the firm’s books. Since what is true of one asset ac- 
count is true of all asset accounts in this particular case—and 
the same may be said of the liabilities—it is thought that time 
and labor may be saved if the assets are represented collectively 
and respectively by single accounts called “copartnership assets” 
and “copartnership liabilities.” In following the entries it may 
help if it is known that the assets and liabilities were first debited 
and credited respectively to L. B. Hone’s Sons, Incorporated ; that 
account was closed when the capital stock and notes were re- 
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ceived; the latter two accounts were closed when the stock and 
notes were distributed among the partners. 


Copartnership assets Copartnership liabilities 
$120,566.53 | $120,566.53 $7,903.82 | $7,903.82 
L. B. Hone’s Sons, Ince. W. B. Hone, Capital 
Assets $120,566.53 | Liabs. $7,903.82 Stock ..$ 8,333.33 $40,237.28 
Contr’s. 325.72 i pay. 53.75 Notes .. 31,004.60 90.65 
apita 
stk. 25,000. $40,327.93 | $40,327.93 
Notes 87,934.68 
$120,892.25 $120,892.25 
Capital Stock L. B. H. Sons Inc. A. J. Hone, Capital 
$25,000. $25,000. Stock ..$ 8,333.33 $35,182.16 
Notes .. 26,939.49 90.66 
$35,272.82 $35,272.82 
Notes payable L. B. H. Sons Inc. F. G. Hone, Capital 
943.68 943.68 Stock ..$ 8,333.33 $37,243.27 
$87,943 $87,043.68 Notes .. 29,000.59 90.66 
$37,333.92 $37,333.93 


ProBLEM No. 12-A (PRACTICE) 


In order to avoid personal liability the firm of Smith Brothers, 
comprised of A. L., B. M., and C. N. Smith, incorporated in New 
York, on July 1, 1912, under the title of Smith Brothers, Incor- 
porated with an authorized capital of $50,000, divided into 500 
shares of the par value of $100 each. A. L. Smith advanced $1,- 
000 for expense. The organization tax and filing fees were 
$28.75 ; legal expenses paid in connection with incorporation, $300. 

The balance sheet of the copartnership was as follows: As- 
sets, investments, $14,962.50; notes receivable and interest, $8,- 
025; furniture and fixtures, $2,000; accounts receivable, $18,- 
946.25 ; land and buildings, $50,000; materials and supplies, $12,- 
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483.12; equipment, $15,000; insurance unexpired, $250; cash, 
$10,573.43; motor trucks, $5,000; goods in process, $20,318.79. 
Liabilities and capital; bond and mortgage payable and interest 
$10,300 ; taxes accrued, $275; salaries and wages accrued, $1,250; 
accounts payable $18,496.27; notes payable and interest $10,125; 
proprietorship, A. L. Smith, $50,000; B. M. Smith, $45,321.16; 
C. N. Smith, $21,791.66. 

When the business was transferred to the corporation each 
partner received $166 2-3 shares of stock and notes for the balance 
of his investment. 

From the foregoing prepare: 

(a) Journal entries opening the books of the corporation. 

(b) Balance sheet of the corporation, July 1, 1912. 

(c) Skeleton ledger accounts showing the closing of the co- 
partnership books. 
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“The Third Place” 


Editor, The Journal of Accountancy: 

Sir: The articles of Mr. H. C. Bentley and Mr. Wm. J. Paterson 
in your September number relating to deferred charges and deferred 
credits to profit and loss, emphasize more than ever our crying need for 
a third place. Mr. Paterson cries out in alarm: “We have no third 
place to put an item; it must either be profit and loss account or the bal- 
ance sheet.” 

Very true. But why have we no third place? We have no third 
place because our grandfathers had none—because a third place would 
upset our pet theory that every debit is either an asset or a loss. We turn 
a deaf ear to our logic; we alter the meaning of the word “asset,” sim- 
ply for the pleasure of adhering to our pet theory mentioned above. 

Suppose the only assets of a bankrupt concern were “deferred charges 
to profit and loss’—how much dividend do you think the receiver could 
pay out of those? Deferred expense charges, whose value has been con- 
sumed, are not assets and should not be listed as such, no matter how 
we might like to keep them out of the profit and loss sheet for the period 
under consideration. 

In summarizing the position of a business at a given date, we need 
three sheets: 

1. Profit and loss sheet. 

2. Balance sheet. 

3. Unclassified debits and credits sheet. 

Think of the solution a third sheet would present to many of our 
difficulties. Think of the blessed hour when we will not be obliged to 
call capital “reserves” and surplus “liabilities.” 

The need is pressing. Let us be logical and progressive and face the 
inevitable calmly. 

Yours truly, 
F. A. Tuy. 


[We fear our correspondent’s remedy would prove worse than the 
disease. What a happy retreat the twilight zone of the unclassified 
debit and credit sheet would prove for items which a company might 
not wish to charge to profit and loss yet would not dare to classify as 
assets in a balance sheet—Editor, Tur JourNnaL oF AccouNTANCY.] 


“Expert Accountants no Longer Needed” 


Editor, The Journal of Accountancy: 
Sir: In one of the largest cities of the Middle West the municipal 
authorities have reached a point in their corporate development which 
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places them in an entirely unique position. They have so arranged the 
conduct of the affairs of their town that the work of the accountant has 
been reduced to a mere matter of routine in which mentality seems to 
be superfluous. 

A great deal of interest should attach to the state of affairs in this 
western city. It has always been the contention of Utopian philosophers 
that somewhere and somewhen we shall reach a stage of development 
wherein all men will be honest and no man need question the acts of 
his fellows. It is recorded that during the reign of the great Alfred of 
England, gold chains could be stretched along the streets and jewels could 
lie on the paths in perfect security—but what is a mere matter of gold 
and jewels safeguarded by public sentiment compared with that state 
of whole perfection in which our western city finds itself? 

For the purpose of showing how beautiful is the aspect of affairs, I 
quote from one of the most widely read newspapers in the Middle West, 
but take the liberty of changing the names of officers mentioned as I 
am confident that men of so keen perception of virtue would deprecate 
anything in the nature of self advertisement. 


Accounts of officials of the Board of Education will be audited for 
the last time this year. President Sharp and Attorney Shark have secured 
the passage of a rule that directs the Superintendent of Buildings and the 
Custodian to keep their books in such shape that the finance committee 
of the Board can vouch for the honesty of their accounts. 

James Dickinson, chairman of the finance committee, had followed 
the usual custom and entered into a contract with an accountant to audit 
the books of the Superintendent of Buildings and the Custodian, but 
this contract has been repudiated by the board for the accountant will be 
required to do in three days what he considers a sixty-day job. The 
President and Attorney Shark lambasted the finance committee for hiring 
this accountant who is paid $10.00 a day. Sharp said the whole thing was 
a waste of money and Shark said his pet theory has been all along to do 
away with the necessity of auditing the books of the officials of the board. 
Dickinson says the accountant will be compelled to spend nearly two 
months investigating the books of these two officials—the Superintendent 
of Buildings and the Custodian. Sharp says it will take him about three 
days. The accountant was supposed to have begun work on the books this 
month but the Board of Education has decided that he would simply be 
loafing most of the time and Sharp has ordered him to audit the books at 
the close of the fiscal year or not audit them at all. 


There is something dazzlingly beautiful about this Mid-Western Eden 
and had it not been for the serpent Dickinson, the whole municipal 
garden would have been a joy forever. Imagine the heartless interfer- 
ence and impudence of this Dickinson who would venture to question the 
ability of the accountant—mark you one accountant—to audit the books 
of a considerable department within three days. And think for a moment 
of the obliquity of the wretch who for his expert services would demand 
so much as $10.00 a day. 

But fortunately there is a Sharp and there is a Shark and these two 
beautiful souls working together have succeeded in preventing the intro-, 
duction of an undesired and unnecessary accountant; and the public 
will be spared the trouble of reading the result of the accountant’s investi- 
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gation. The only thing that the public will be called upon to do will be 
to accept the dicta of Sharp and Shark and rest perfectly content in its 
several minds that the work of the board of education, although con- 
ducted in camera, is done in a way which has never been equalled since 
the modern theory of publicity and openness began to prevail. 

Frankly, it is amazing that in this advancing century there should be 
found in a great city such a state of affairs as that which exists in this 
municipality not far west of the Mississippi. In the national government 
the idea of expert investigation carried on throughout the year is in- 
creasingly in favor. In every state in the union the wise and the best 
men are urging and are working for the introduction of sound business 
methods and publicity. In nearly all the great cities the demand for 
independent investigation is insistent. Therefore, you may see how more 
than extraordinary is the beatific isolation of the board of education in 
this one western city. 

At some day in the future—for the sake of all most intimately con- 
cerned let us hope that it will be in the far future—Sharp and Shark will 
have passed to their reward, and Dickinson will have gone out of the 
sphere of his pernicious activities. In that day it may be that some 
modern and therefore incredulous reprobate will undertake the presidency 
of that board of education which so long has flourished under Sharp and 
Shark. It is sad to think of that day, but when it comes, as come it 
must—when, to put it otherwise, it becomes the open season for accounts, 
I envy the accountants who will be permitted to enter the sacred preserves. 
No such hunting will ever come the way of less fortunate investigators 
and the bag will contain a variety of game such as we may never see 
thereafter. 

Yours truly, 
Par VALUE. 


Announcements 


Alonzo Richardson & Company, certified public accountants, of At- 
lanta, announce that they have opened an office in the American Na- 
tional Bank Building, Pensacola, Florida, in charge of Mr. Robert T. 
Raines. 


The Virginia State Board of Accountancy 


The Virginia State Board of Accountancy held examinations for the 
degree of C. P. A. on October 16th, 17th and 18th. Two applicants, 
who came up for re-examination in one subject each, having passed 
the other three last year, were successful. 

Out of six applicants for the entire examination, four passed in two 
subjects and failed in two, and two passed in one subject and failed 
in three. 
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Book Department 


TABLES OF BOND VALUES (9th Edition). By Montcomery Rot- 
uns. The Financial Publishing Company, Boston, Mass., 1912. $3.00. 


The appearance of the nineteenth edition of Mr. MontcoMery Ro..iNs’ 
Tables of Bond Values is a sufficient indication of the estimation in 
which this excellent little handbook is held by the investing and bank- 
ing community. There are several publications of this class on the market 
but there is none of more convenient size nor better arranged than this 
well-known little publication. The tables show the net returns from 
bonds and other redeemable securities paying interest semi-annually at 
annual rates of 3, 3%, 4, 4%, 5, 6, 7, and 8%, giving yields from 2.90 to 
7% and covering half-yearly periods from six months to thirty years, 
yearly periods to fifty years and five-year periods to one hundred years. 
In addition to the matter which is reprinted from former editions the 
new issue contains 44% and 5%4% tables of bond values. 


TWENTIETH CENTURY BOOKKEEPING AND ACCOUNTING 
COMPLETE. By James W. Baker. Southwestern Publishing Co., 
Cincinnati, Ohio, 1912. 304 pages. 

In the July issue of Tue JourNaL or ACCOUNTANCY appeared a review 
of the predecessor of this volume, and considerable criticism was made 
of the careless and inaccurate statements contained in the rewriting and 
enlargement, however, these various inaccuracies have been corrected. 
The text matter and the transactions have been thoroughly revised and 
brought up to date so that they are in accord with the latest practice, and 
a fourth part dealing with cost accounting has been added. One of the 
most notable changes is the showing of contents of various accounts in 
the abstract and in the concrete. This method of telling in the form of 
a statement when items are debits or credits to a particular account should 
aid the student to grasp the possible contents of an account. 


MANUAL OF COMMERCIAL LAW. By Epwarp W. Spencer. Bobbs 

Merrill Company, Indianapolis, Ind. 685 pages. $2.00. 

A writer on commercial law has to contend with many things if he 
is to produce a work that will be of value to the business man, and at 
the same time, sufficiently non-technical to be intelligible to him. In this 
work the author has succeeded in both requirements. All the details of 
jurisdiction and procedure have been excluded as they are beyond the 
needs of the ordinary man of affairs. Such topics, however, as contracts, 
bills, notes and agency have been treated most exhaustively. The arrange- 
ment is good and the expression unusually direct and clear. The book 
should be particularly valuable for accountant students as a manual for 
ready reference. 


504 


3 
i 
TE. 
4 
j 
4 
Res 
it 
BE 
ata 
7 
or 
; 7 
4 
Pes 
: 
| 
| 
ke 


xY, 


COMPA 
BROAD W 
¥., 


i9 


BE 


The 


Rateted Claes Matter « 


DECI 
by 


ro) 


‘Cotton-Seed 


THE JOURNAL OF ACCOUNTANCY 


Rowe’s Bookkeeping and fccountancy 


By H. M. ROWE, Ph. D. 


“There is more real boiled-down accountancy in ‘Bookkeeping and peccclaalings than in all 
the remainder of my library on the subject—over three hundred volumes. There isnot a single 
practicing accountant who could not read your text with profit, and there are many who could 
work up some of your sets, particularly your Cost. set, with great advantage to themselves and 
their clients.” 


The above is quoted from one of the ablest practitioners in the country, 


The treatm:at of transactions and their classifications, of accounts, of statements and of the 
underlying principles of the entire subject, are revelations of simplicity and thoroughness. This 2 
work contains the meat of the whole snbject of accountancy. Although it is intended primarily ] ae 
to provide a thorough training in the more elementary forms of the subject, it takes up and 
thoroughly discusses some of the most advanced features of higher accounting. For instance, c 
The ‘‘Cost Accountancy for Manufacturing”’ set is a revelation in the exposition of niodern scien- if 
tific costing. Actual production costs form the basis of all entries in controlling accounts. The a 
only illustration of a practical, scientific method for distributing manufacturing expenses in a BS 
going concern where the actual procedure in the manufacturiag Processes may be followed step P 

by step, that is available to those preparing in this line of work. 


This work will be sent om receipt of the following prices, postpaid: *‘*Rowe’s Book- 
keeping and Accountancy,” text, $2.00; Elementary Set, $1.50; Wholesale Set, $2.05; 
Merchants’ Corporation Set, $1.80; Cost Accountancy for Manufacturing Set, $2.45. 


The H. M. ROWE COMPANY, Educational Publishers, Baltimore, Md. 


National Business Institute 


Readers of the Journal are invited to investigate the opportunity afforded by the Anstirute to 
prepare for the professional practice of public accountancy. 5 


The following features should appeal to the discriminating student: 


(b) Combination of practical accounting with the theory. 
(c) Conscientious and able criticism of students” work. 


(d) Personal interest in each member of the student 
The personnet of the Faculty. 


These are some of the courses to which your attention is 
COURSE A—A one-year course in ACCOUNTING, AUDITING and BUSINESS LAW. 7% 
This qualifies for the practice of public accounting and prepares for the’C. P. A. examination ‘in all 
states. (Afternoon and evening sessions.) New class will be organized early in the year. ee 
COURSE B—An EXTENSION COURSE BY MAIL parallel toCOURSE A. This makes . 
available the work of the Institute for those unable to attend recitations.” ‘Students mey enroll at “f 


any time, 


COURSE C—A COACHING CLASS FOR THE JUNE, 1913, C.P. A. EXAMINATION. | 
This class mee:s two evenings a week. Enrollments received before J I, 1913, will be at 
present rate; after January 1, the fee will be-increased twenty per cent, 


Call, phone or write NOW.-address the 
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SF 

. 

fy 

Phone—Greeley 2793 

4 

: 


THE JOURNAL OF ACCOUNTANCY 


ONCE USED NEVER WITHOUT 


UNIVERSAL ANALYSIS PAPER 


Made in 7-14-28 Columns 


The Most Popular and Extensively Used 
Analysis Paper in the World 
FOR . 
Analyzing Accounts, Preparing Balance Sheets, Reports and Schedules, Tab- 
ulating Comparative Figures and Classifying Expenses, Profits, Sales, etc. 
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14 Col. 28 Col. 
17 X14 34X14 
50 Sheets............ $ .60 $1.20 


100 1.00 2.00 


500 “ “oc 4.00 8.00 
1000“ 7.00 14.00. 


Made of Strong White Ledger Paper, ruled one side, and put into pads of 50 sheets each. | 

All — are F.O. B. New York. Unless otherwise instructed all goods are shipped by 
xpress. 

Beware of imitations. None genuine unless our name appears in every sheet. 


Made and sold exclusively by 


ARTHUR G. DEATLY & CO. 


HOTEL AND CLUB STATIONERS tit 
24 Gold St. Ss New York 
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POSITION WANTED 
Accountants Wanted 


Public Accountant 

in New York 
or any part of United States We expect to need about the first of the year 
Double entry bookkeeper, 27 years old, 12 years about two or three first-class seniors and invite 


y applications from men who have had at least five 


first Class references, wishes position with public years training with some of the large firms of 
accountant, salary secondary. public accountants. Applicants must apply in 

R. MULLER writing, stating age, whether married or single, 
25 Strong Place BROOKLYN names of public accounting firms with whom 


gained experience, references, whether willing to 
leave New York permanently if desired, and low- 
Specially ruled ANALYSIS paper for certi- est monthly salary. Useless to answer unless you 
fied public accountants carried in stock. have had considerable first-class experience with 
public accounting firms and do not call as we 

Sample and price on application. have no actual openings yet. Also we have no 


Also Danks and account of every printed prospective openings for juniors or beginners. 
THE HENRY 0. SHEPARD COMPANY 
624-632 S Sherman St. CHICAGO, ILL. 
POGSON, PELOUBET & CO. 
Auditor Wanted , 
Public utility operators require a traveling Certified Public Accountants 


experience, married or single, = educa- 
tion, salary expected and full details. 


Address A, c/o Journal of Accountancy. 


: Qualify for the most Profitable Branch 
of Accounting Practice. 
C. P. A. Examinations 
Factory Cost Accounts 
Persons desiring special preparation for the C. A complete course of practical lessons in 
the basic principles and fundamental expedi- 
ents generally applicable to the determination 
Mail Courses of cost in all classes of manufacturing opera- 
tions. 
in Accounting, Auditing, Law, Cost Accounting 
and Advanced. Bookkeeping. ‘Established 1907. 
C. A. C. P. A., Dean. Philadel phia School of STUDENTS PREPARED FOR C. P. A. DEGREE 
Commerce, Accounts and Finance. (100 students passed) 
NEW YORK SCHOOL OF ACCOUNTS 
Bennett Accountancy Institute, Organized 1897 Incorporated 1905 
261 Farragut St., Philadelphia, Pa. 1135 Broadway, Manhattan 
Curriculum upon application Interviews granted 


Built for your convenience 
but it keeps your desk looking neat too 


Placed under geon holes ofa roll top desk or under the 
ook shelves of a standing desk 


PETERSON’S DESK COMPANION 


clears entire writing surface of desh. Two inkwells on a 
Pivot swing beneath cabinet. Four tubes, backed with 
corks, adjustable to pens and pencils. Drawer with 
seven compartments for clips, stamps, etc. 


Send today for descriptive circulars 
and name of nearest representative 


SALES AGENTS WANTED: Wg, tit! bave,some un. 


which we need representatives. Write today for list of openings. 
If your territory is not yet engaged, we offer you the opportunity to 
a really | selling We grant exclusive 

hts - weed all orders to representatives. Write 
today. for selling plan 


Showing companion on desk, tubes for pens and pencils, ink SCOFIELD & CO., 152 Nassau Street, New York 
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THE JOURNAL OF ACCOUNTANCY 


CONTENTS FOR DECEMBER, 1912 


The Compulsory Depreciation Charg PAGE 

By Earl A. Saliers ‘ . 431 
Invoice Discounts 

Trust Company Audits (Concluded) 

By H. D. Williams, . 446 
Partnership and Partnership Relations 

By H. A. Frank ‘ - 466 
Cotton-Seed Oil Mills and Their Accounts 

By Joel Hunter ; ; ; 478 
Editorial 

Congress and a Budget ‘ — 

Department of Practical Accounting 

Conducted by John R. Wildman : 494 


THE JOURNAL OF ACCOUNTANCY is the organ of the professional accountants of the United 
States. In its articles and editorial columns it treats, from the accountant’s point of view, of business 
problems and conditions. 


The editor will be glad to receive and to consider for publication articles from well-informed persons, 
and will welcome ially contributions from public accountants. The manuscript of articles not available 
for publication will be returned on request. 


THE RONALD PRESS COMPANY 
COOPERSTOWN, NEW YORK 198 BROADWAY, NEW YORK CITY 
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The Certified 


Public Accountant 


Men of character and intelligence, who desire to qualify 
themselves for a life work will find the profession of account- 
ancy an honorable one, which offers them a successful and 
prosperous career. 

In entering this profession, your school should be careful- 
ly selected. You must be thoroughly prepared. The Dean 
of this school is Mr. Seymour Walton, B.A., C. P. A., who 
has had many years experience as a Certified Public Ac- 
countant and as Professor of Theory and Practical Account- 
ing in two of the principal universities of the Middle West. 
His assistants are professional men of high standing and 
great ability. 

Our course of instruction has been adopted by prominese 
educational institutions in New York, Bostun, Chicago, St. 
Louis, Milwaukee, Cincinnati, LosAngeles and Hartford. 

We teach accountancy by correspondence. The fact that 
this school maintains a large resident school in Chicago is 
an added recommendation for it assures the correspondence 
student the same high character of instruction which is 
given our students in class. 


128 Michigan Boulevard, CHICACO 


The Progress of Accountancy 


“| Like that of any other profession, it is measured by the breadth of usefullness of its members. 
Accountancy cannot reach its highest development if its members possess merely a narrow tech- 
nical knowledge. ‘| The most hopeful sign of the present is the tendency on the part of 
accountants toward broader knowledge of all matters connected with business and finance. It is 
making for sound judgment and advice on their part. It is making them not the undertakers but 
the physicians of the business community. ‘| If it is your intention to become an accountant 
of this higher class, you will be interested in examining the courses offered by the 


New York University School of 


Commerce, Accounts and Finance 
AFTERNOON AND EVENING SESSIONS 


*| From the beginning of this School, twelve years ago, its constant aim has been to provide not 
merely the theoretical andi practical knowledge of accounting and Jaw that is absolutely essential 
for the practitioner, but the broad general knowledge of finance, commerce, English and allied 
subjects that are requisite for the professional man. ‘| The demand for this sort of training is 
indicated concretely by the growth of the School’s enrollment to its present thirteen hundred 
students. ‘| That the practical ideal has not been sacrificed is indicated by the fact that of the 
accounting department seven members are C. P. A.’s of the State of New York. Instruction in 
this field is given in eleven distinct courses. These include Principles of Accounting, Accounting 
Practice, Cost Accounts, Executors’ Accounts, Corporation Accounts, Theory of Accounts, Invest- 
ment Accounts, Auditing, Accounting Problems, Accounting Systems. ‘| The complete bulletin of 
the School gives a full description of each course, and detailed information about fees, entrance 
requirements and the like. The Secretary will gladly send a copy to any address upon request. 


New York University School of Commerce, Accounts and Finance 


JOSEPH FRENCH JOHNSON, Dean Washington Squaie East, New York City 
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The American Association of Public Accountants 


List of Officers, Trusteesand Committees 
1912-1913 
OFFICERS 
bs ..»Robert H. Montgomery, New York City. 
Treasurer ........ James Whitaker Fernley, Pa. 
A. P. Richardson, 55 Liberty Street, New York. 


Vice-Presidents : 
Alabama State Association of Public Accountants...J. B. Simpson, Birmingham 
California State Society of Certified Public Account- 

Norman McLaren, San Francisco 
Colorado Society of Certified Public Accountants....Fredk. W. Deidesheimer, Denver 
Connecticut Society of Certified Public Accountants..Fredk. W. Child, Greenwich 
Georgia State Association of Public Accountants....A. J. Haltiwanger, Atlanta 


Illinois Society of Certified Public Accountants...... Arthur Young, Chi 
Kentucky Association of Public Accountants ......L. Comingor, Louisville 
Louisiana Certified Public Accountants, The Society 

Henry Daspit, New Orleans 


Maryland Association of Certified Public Accountants. Frank Blacklock, Baltimore 
Massachusetts, Certified Public Accountants of, Inc..Waldron H, Rand, Boston 
Michigan Association of Certified Public Accountants.Fred T. Gies, Detroit 


Minnesota Society of Public Accountants........... Herbert M. Temple, St. Paul 
Missouri Society of Certified Public Accountants....David L. Grey, St. Louis 
Montana State Society of Public Accountants....... J. C. Phillips, Butte 
New Jersey, Society of Certified Public Accountants 
of the State of .............- E. Lord, New York City 
New York State Society of Certified Public Account- é 
William F. Weiss, New York City 
Ohio Society of Certified Public Accountants, The...Frank Brewster, Cleveland 
Oregon State Society of Public Accountants........ John Y. Richardson, Portland 
Pennsylvania Institute of Certified Public Account- 
T. Edward Ross, Philadelphia 
Rhode Island Society of Certified Public Accountants.Charles S. Jenckes, Providence 
Tennessee Society of Public Accountants ........... William A. Smith, Memphis 
Texas State Society of Public Accountants ......... H. E. Gordon, Dallas 
Virginia Society of Public Accountants, Inc. ....... «George Mahon, Lynchburg 
Washington Society of Certified Public Accountants.E. G. Shorrock, Seattle 
Wisconsin Association of Public Accountants ......John H. Brown, Milwaukee 
TRUSTEES 
J. S. M. Goodloe ........ Ohio 
John A. Cooper Illinois 
W. Sanders Davies ........ New Jersey }For Three 
AUDITORS 
George L. Bishop ........... Massachusetts Wm. Franklin Hall ......... Massachusetts 
STANDING COMMITTEES 
EXECUTIVE 
The President, Chairman ......... New York 1; Pennsylvania 
The Treasurer ..... Pennsylvania Award Saffern: New York 
W. Sanders Davies .............. New Jer ....New York 
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STANDING COMMITTEES.-Continued 


COMMITTEE ON ANNUAL MEETING 


COMMITTEE ON ACCOUNTING TERMINOLOGY 


Harvey S. Chase, Chairman....Massachusetts J. Lee Nicholson, Chairman........ New York 
Massachusetts H. T. Westermann.................. Missouri 
Massachusetts Frank G, DuBois .......  ...... New Jersey 


COMMITTEE ON ARBITRATION 


COMMITTEE ON BUDGET 


George Wilkinson, Chairman ...... New York John R. Loomis, Chairman......... New York 
COPWIM New York Amos D. Albee ............... Massachusetts 
Georgia Charles Hecht ................ ....New York 


COMMITTEE ON CONSTITUTION AND BY-LAWS 


COM MITTEE ON EDUCATION 


John A. Cooper, Chairman ........... Illinois John B. Geijsbeek, Chairman........ Colorado 
Illinois. Waldron H. Rand ............. Massachusetts 

Bertram D. Kribben ..... Missouri 


COMMITTEE ON FEDERAL LEGISLATION 


COM MITTEE ON MEMBERSHIP 


COMMITTEE ON JOURNAL 


: Arthur Young, Chairman ............ -Illinois J. E. Sterrett, Chairman ........ Pennsylvania 
ey Herbert M. Temple ...............Minnesota William Lybrand .............. Pennsylvania 


COMMITTEE ON STATE LEGISTATION 


W. Sanders Davies, Chairman....New Jersey J. S. M. Goodloe, Chairman............. Ohio 
es Frederick C. Manvel .............. New York Charles F. McWhorter ............ New York 


SPECIAL COMMITTEES 


COMMITTEE ON PROFESSIONAL ETHICS 


COMMITTEE ON STANDARD SCHEDULES FOR UNI- 
FORM REPORTS OF MUNICIPAL INDUSTRIES AND 


J. Porter Joplin, Chairman ........... — PUBLIC SERVICE CORPORATIONS 
y ase, Chairman....Massachusetts 
Ohio 
Louisiana 


ROMETIKE’S 


Press Clippings 


are used nowadays by every up-to-date business man; they bring 

you in constant touch with all public and private wants and supply you 

with news bearing upon any line of business. | 
We read for our subscribers all the important 
papers published in the United States and abroad 


| 

If you have never used Press Clippings drop us a postal and | 

we will show you how they can be of advantage to you. 
Write for booklet and terms. 


ROME IKE, Inc., 106-110 Seventh Ave., New York, N. Y. | 
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Cents Day” 


The Plan That Promotes Success 


HE ‘“‘17-Cents-a-Day’’ Plan of purchasing The 
I Oliver Typewriter means more than promoting 
sales of this wonderful writing machine. 
This Plan is a positive and powerful factor in promoting the suc- 


cess of all who avail themselves of its benefits. 


It means that this Company is giving practical! assistance to 
earnest people everywhere by supplying them—for pennies —with 


the best typewriter in the world. 


The *-17-Cents-a-Day”’ Plan is directly in line with the present-day 
movement to substitute typewriting for handwriting in business 


correspondence. 
Owne:ship of The Oliver Typewriter is fast becom- 
ing one of the essentials of success. 


“17 Cents a Day” and The 
Printy type 


OLIVER 


Typewriter 


The Standard Visible Writer 

There is no patent on the ‘17-Cents-a-Day” Pur- 
chase Plan. 

We invented it and presented it to the public, with 
our compliments. 

The *17-Cents-a-Day”’ Plan leaves no excuse for 
writing in primitive longhand. We have made it so 
easy to own The Oliver Typewrlter that there’s no 
need even to rent one. 

Just say “17 Cents a Day”—save your pennies— 
and soon the machine is yours! 

[he Oliver Typewriter is selling by thousands for 
17 Cents a Day. 

When even the School Chi’dren are buying ma- 
chines on this simple, practical Plan. don’t you think 
it is time for you to get an Oliver Typewriter? 


17 Cents a Day 
Buys Newest Model 


We sell the new Oliver Typewriter No. 5 for 17 
Cents a Day. 

We guarantee our No. 5 to be absolutely our best 
model. 

The same machine that the great corporations use. 

Their dollars cannot buy a better machine than 
you can get for pennies. 


The Oliver Typewriter No. 5 has many great 
conveniences not found on other machines. 


We even supply it equipped to write the 
wonderful new PRINTYPE—for 17 Cents 
a Day . 


Make the Machine 
Pay its Cost 


The Oliver Typewriter is a money-making machine. 
It helps “‘big business” pile up huge profits, 

Tens of thousands of deople rely on The Oliver 
Typewriter for their very bread and butter. 

A small first payment puts the machine in your 
possession, 

Then you can make it earn the money to meet the 
little payments. 

If you are running a business of your own, use The 
Oliver Typewriter and make the business grow. 

If you want to get a start in business, use The 
Oliver Typewriter as a battering-ram to force your 
way in! 

The ability to operate The Oliver Typewriter is 
placing young people in good positions every day. 

Get The Oliver Typewriter—on the ‘17-Cents-a-Day” 
Plan—it will help you win success. 


Ask About “The Easy Way” 


to secure the newest model Oliver Typewriter No. 5. 
The Art Catalog and full particulars of the ‘*17-Cents- 
a-Day” Purchase Plaa will be sent promptly on 
request. Address 


THE OLIVER TYPEWRITER COMPANY 


Agencies Everywhere (143) 


310 Broadway, New York, N. Y. 
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LaSalle 


Extension University 


COURSES IN 


HIGHER ACCOUNTANCY 


This institute is graduating students who are successfully coping with executive account- 
ing positions in every field of business. With acomprehens‘ve grasp of the subject and a train- 
ing that is fundamental, they are reflecting credit on the new profession of Higher Accountancy . 


These courses are the most comprehensive and thorough Accountancy Courses ever 
prepared. Men of the highest professional standing have contributed their best talent to the 
work and a number of them are personally supervising the studies. This department of the 
Universit y is 


Under the Personal Direction of 


Wm. Arthur Chase, L. L. B., C. P. A. 


Mr. Chase needs no introduction to the Accounting Field. As President of the Ameri- 
can Association of C. P. A. Examiners; member of the Illinois State Board of Examiners; 
Lecturer on Accountancy, II!linois University, etc., etc., he has stood shoulder to shoulder with 
the big men of business. 


As Supervisor of this Course he is winning new laurels as an able educator as well as a high 
authority on Accountancy. 


These courses prepare men and women for C. P. A. Examinations, and positions as Chief 
Accountant, Auditor, etc. Our extension University Plan equips men for this field during their 
spare time at home, affording personal contact with some of the most noted Accountants in the 
field. 


Handsome Bulletin, illustrated Literature and full particulars regarding special Scholarship 
Offers now being made, sent Free on request. 


(Summary of the Course) 


Principles of Accounting. Examination and Comparison. 
Construction of Accounts Errors and Special Conditions. 
Capital Account. Fraud in Accounts. 

Revenue Accounts. The Balance Sheet. 

Profit and Loss. Interpretation of Accourts. 
Practical Problems. Cost Accounting. 

Standard Forms. Legal Decision. 

Auditing, its Scope. Business Law. 


LA SALLE EXTENSION UNIVERSITY 
CHICAGO 
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Pace 
Institute of 
_Aecountancy | | 


CCOUNTANCY isa profession, the members of 
which, by virtue of their general education and 
professional training, offer to the community 

their services in all matters having to-do with the ~ 
recording, verification, and presentation of facts. in- 
volving the acquisition, production, conservation and 


transfer of values. 
—Extract from Certified Public 


countant & of the 


This Bulletin outlines our professional Resident «ss 
school Courses, which are made available by Exten- 
sion methods through the mails to non-resident stu- a 
dents. The courses prepare ‘eligible men to stand 
examination for the degree of Certified Public Account- 
ant. Co-ordinated with instruction in Law, Account- _ 
ing and Auditing is ‘work im Applied Econoniics, *g 
Organization and Finance.. Together they afford the 
student a technical preparation for Business as well as 
a professional training for the practice.of Accountancy. _ 


EXTENSION BULLETIN: PACE & PACE, CONDUCTING i 
PACE INSTITUTE OF ACCOUNTANCY, HUDSON 
TERMINAL, 50 CHURCH STREET, NEW “YORE 
NOTE Reproduction of cover pag@ of Bulletin, con 
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